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PREPARE NOW FOR YOUR EXAM. .. . 
Read the books that have helped hundreds of successful candidates. 


CLASSIFIED QUESTIONS & CONCISE ANSWERS 
AUDITING and THEORY 
By L, Marder, LL.B., C.P.A. 


JUST PUBLISHED—Limited Edition 

1800 QUESTIONS and ANSWERS 

cloth bound—492 pages 
1300 Questions with Answers 
cloth bound—438 pages 
500 Questions with Answers 
paper bound 
These books are designed for the final review, that period before the exam- 
ination when voluminous texts contribute little but worry and confusion. 
These are the type of questions that have been asked over and over again, 
and that have appeared on recent examinations. The answers are CLEAR, 
CONCISE, AUTHORITATIVE. 
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CONCISE TEXT PRESS 
P.O. Box 824, CHURCH ST. ANNEX, NEW YORK 8, N.Y. 


CHARTERED ACCOUNTANT REQUIRED 


Young, experienced chartered accountant required by McIntosh, 
Harder & McVicar, Chartered Accountants, 514 Standard Build- 
ing, Vancouver, B.C. Special taxation knowledge desirable but 
not essential. Reply in writing, stating full details of education, 
qualifications, training, experience and martial status. Replies 
will be treated in confidence. 


BRITISH C. A. AVAILABLE 


British Chartered Accountant with extensive world experience and 
good cultural background seeks BUSINESS opening ANYWHERE. 
Knowledge of several languages. Reply to Box 44, The Canadian 
Chartered Accountant, 10 Adelaide Street East, Toronto. 





FINANCIAL EXECUTIVE SEEKING APPOINTMENT 


as comptroller, treasurer or responsible financial position. 
Young Chartered Accountant with successful industrial back- 
ground. Replies kept confidential. Box 41, The Canadian 
Chartered Accountant, 10 Adelaide Street East, Toronto. 


ACCOUNTANT WANTED 


A member of the Ontario and 
Nova Scotia Institutes, practising 
in Bermuda, has a vacancy, for a 
limited engagement of from one 
to two years, for a registered 
student without dependents. The 
employer is confident that he can 
arrange for no interruption of 
registration or studies. Full par- 
ticulars of experience, age, re- 
ligion, etc., should be given in the 
first instance. Applications from 
qualified accountants without de- 
pendents will be considered. Apply 
to Mr. E. Brownlow Gray, C.A., 
Hamilton, Bermuda. 


GRADUATE WANTED 


Firm of Chartered Account- 
ants in Toronto has opening 
for recent graduate. Pros- 
pects for advancement good. 
Applicants are requested to 
state age, qualifications, ex- 
perience and salary required. 
Applications will be treated 
in confidence. Box 38, The 
Canadian Chartered Account- 
ant, 10 Adelaide Street East, 
Toronto. 


PRACTICE WANTED 


Chartered Accountant located in Montreal would buy share of retir- 


ing partner in firm of Chartered Accountants. Address replies to Box 
42, The Canadian Chartered Accountant, 10 Adelaide Street East, 


Toronto. 








CHARTERED 
ACCOUNTANT 


A large industrial organiza- 
tion in Toronto requires a 
Chartered Accountant with 
executive ability. This is 
a responsible position with 
good prospects for advance- 
ment. State age, marital sta- 
tus, experience, references 
and salary expected. Apply 
Box 40, The Canadian Chart- 
ered Accountant, 10 Adelaide 
Street East, Toronto. 














CHARTERED 
ACCOUNTANT WANTED 


Ambitious young Chartered 
Accountant required to take 
charge of office of corporation 
located in the City of Peter- 
borough doing retail and 
wholesale business in the 
farm supply field. Excellent 
opportunity for man with 
organizing ability. Reply 
stating age, experience and 
salary required to Box 39, 
The Canadian Chartered Ac- 
countant, 10 Adelaide Street 
East, Toronto. 


DALHOUSIE UNIVERSITY 
Halifax, N.S. 


Applications from Chartered Accountants are invited for an 
Assistant or Associate Professorship in Accountancy. Salary 
according to qualifications and experience, within the scale of 
$3,000 to $4,000. Duties to commence September 1, 1948. 
Applications should be addressed to the President, Dalhousie 


University, Halifax, N.S. 


CHARTERED ACCOUNTANT WANTED 


Nash & Nash, Chartered Accountants, Edmonton, require a 
young chartered accountant. Apply in writing, stating quali- 
fications and experience. Replies will be treated as confidential. 













HER TIME IS YOUR TIME 


If you’re concerned about rising office 
costs, don’t overlook this: Time-and- 
a-half for overtime applies to the girls 
in accounting no less than to the 
workers on the production line. And 
don’t overlook ¢his either: Your office 
people can’t be really productive and 
efficient without modern machines any 
more than your plant people can. 

That’s why it’s so important—and so 
profitable—to make your office the 
equal of your plant in mechanized 


efficiency. There’s no problem about 
excessive overtime, then. ‘There’s no 
delay about vital reports and statistics. 
Your people can do their work in so 
much less time that office production 
goes way up—office costs way down! 


Why not call in your local Burroughs 
representative today for a discussion 
of your office problems? Burroughs 
Adding Machine of Canada, Limited, 
Windsor, Ontario. 


WHEREVER THERE’S BUSINESS THERE’S Burroughs 
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EDITORIAL COMMENT 


Publicity 

We have previously stated in these 
columns our belief that those who de- 
fraud the Government of income tax or 
those who connive to this end should be 
prosecuted and, if found guilty, punished 
within the limits of the law. The full 
light of publicity should shine on those 
who leave themselves open to prosecu- 
tion in an effort to show the public that 
justice is being done and that crime does 
not pay. As we all know, however, pub- 
licity is not always accurate and conse- 
quently is not always fair. Where such 
mistakes are made, corrections can be ar- 
ranged, but the correction may not, and 
frequently does not, come to the atten- 
tion of all those who read the original 
report. 

Two such cases have already occurred 
in the spate of income tax cases brought 
to trial or discussed in widely read pub- 
lications. A recent case in Toronto was 
unfortunately reported in the daily press 
in such a way as to suggest that a chart- 
ered accountant had devised the scheme 


by which a fraud was committed. The 
fact was, however, that the chartered ac- 
countant had no connection with the de- 
fendant at all until the prosecution was 
launched, at which time he and defend- 
ing counsel collaborated in the duty of 
placing all the facts fairly before the 
court. The newspaper made this clear in 
a subsequent issue. 

The second case has been that of Mac- 
lean’s Magazine, which told a story of 
an unidentified chartered accountant, who 
had connived with a taxpayer in Mont- 
real to reduce his apparent obligation to 
pay tax. This article occasioned wide- 
spread comment and considerable con- 
cern among our members and we are 
pleased to reproduce here a letter re- 
ceived from the magazine, which we 
hope will close this case so far as the 
Dominion Association of Chartered Ac- 
countants is concerned. 

May 21, 1948. 
Gentlemen: 

In a recent article in Maclean’s Maga- 

zine entitled “Who Are The Income Tax 
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Dodgers” the following statement ap- 
peared: 

“In Montreal, an English-speaking 
Protestant in the West End attracted at- 
tention by reporting a large gift to a 
little French Catholic Church in the 
East End, a parish the average Protest- 
ant would never hear of. Investigation 
revealed that a certain chartered account- 
ant had provided himself with whole 
books of blank receipt forms for parish 
churches. He was able to supply his 
clients with receipts for ‘charitable do- 
nations’ up to any amount they thought 
discreet.” 

The editors of Maclean’s and the au- 
thor of the article have now satisfied 
themselves that the accountant mention- 
ed above was not a chartered accountant 
and that we were in error in referring 
to him as such. 

We regret this error most deeply, and 
extend our apologies to the Dominion As- 
sociation of Chartered Accountants and 
to its members. We shall publish a cor- 
rection similar to this in the July 1 is- 
sue of Maclean’s Magazine. 

Yours sincerely, 
RALPH ALLEN, 
Associate Editor. 

These cases remind us, however, that 
reputations won by many years of meri- 
torious service must be protected by some 
adequate programme of public relations 
inspired by the Association itself on be- 
half of all members and we are pleased 
to report that a special committee of the 
Association has been set up to consider 
the best means of approach to this prob- 
lem. It seems to us that we must con- 
tinually impress upon the public not only 
the standards of the work we do but the 
standards of our conscience. Our repu- 
tation should be well known in the 
public mind and we must see to it that 
it is. Then if any one of us fall from 
grace through proved wrongdoing, it 
will be very obvious that he has com- 
mitted an injury to all his brothers in 
the profession. No periodical would 


then cast a slur upon the title “chart- 
ered accountant” without several checks 
to make sure that its facts were correct. 

We are not yet at that stage of our 
career despite more than fifty years of 
quiet and unobtrusive effort. It is ap- 
parent that such an effort is not suffi- 
cient in itself and that a more militant 
approach to the problem is necessary. To 
raise oneself by one’s bootstraps seems 
an impossible and unnecessary endeavour. 
However, it does appear that, in this 
modern day, he that does not speak is 
not heard. Equally we must avoid a 
semblance of “crying in the wilderness”. 
We believe there is useful and important 
work to be done in this field and that 
it can be done modestly and with effect. 
We solicit for this new committee all the 
help and suggestions our members can 
produce. 


Proceeding With Bill 454? 

Bill 454 has been having its vicissi- 
tudes. Introduced in the House of Com- 
mons last year it was not proceeded with 
after obtaining first reading in order to 
allow the public to make representations 
—which to all accounts they have done, 
ourselves included. It was then intended 
that the measure would apply, when 
passed, to the 1948 taxation year. Now, 
according to the Finance Minister in his 
Budget speech on May 18, it has been 
decided that the revised Act will not 
come into force until 1949. It may 
even be doubted, notwithstanding Mr. 
Abbott's announced intention of pro- 
ceeding with the measure at the present 
session of Parliament, that it will be 
passed at all this year—unless a fall ses- 
sion is to be held. The Government has 
announced that it hopes to end the pres- 
ent session on June 30th and Mr. Abbott 
has announced that the Income Tax Bill 
will not be introduced until the Budget 
debate is concluded. Now Mr. McCann, 











Minister of National Revenue, states that 
he understands the Bill is to be referred 
to the Committee on Banking and Com- 
merce. It is to be expected, further, that 
a great many members of the House of 
Commons will wish to participate in de- 
bate on a measure of such far-reaching 
importance as this, and certainly the Sen- 
ate, which has always evinced an acute 
interest in income tax matters, will insist 
upon having its say. Still if the Bill 
cannot be enacted before the summer re- 
cess it is far better that the patience of 
the interested public should be tried than 
that the provisions of the Bill should be 
made into law without thoroughgoing 
consideration. 


Charitable Donations. 
Statement by Finance Minister 
Mr. Abbott’s statement in the House 

of Commons on May 19 that “charitable 
donations include donations to under- 
takings which may be of a purely local 
character” and as such are deductible for 
income tax purposes, will be widely wel- 
comed if it portends a more generous ad- 
ministrative attitude. It will be recalled 
that a few months ago, the Revenue De- 
partment announced that the generous 
policy pursued during the war was ended 
and that henceforth recognition would 
not be granted to any fund or organiza- 
tion the purpose of which was to estab- 
lish local facilities for recreational or so- 
cial purposes. “It is deemed,” the Di- 
rective stated, “that such projects which 
are purely local in character do not qual- 
ify as a charitable organization within 
the meaning and intent of the legisla- 
tion.”” To what extent Mr. Abbott's an- 
nouncement involves a change in the at- 
titude evinced by this Departmental 
Directive must await clarification. It is 
true that a series of decisions by the 
Courts have crystallized “charitable pur- 
poses” as those having for their objects 
the advancement of religion and educa- 
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tion, the relief of poverty and analog- 
ous objects. But this definition is 
certainly far from the precision which 
will justify a narrow interpretation. 


World Market Opens To 
Canadian Manufacturers 

As was inevitable, the effect of the 
controls on U.S. imports has given 
a spur to Canadian manufacturers and 
induced an increasing number of U.S. 
firms to establish plants in Canada to 
meet both domestic and—this is surpris- 
ing—foreign demands. Thus the Ben- 
dix Home Appliances Corporation of 
Indiana has established a subsidiary com- 
pany with head office in Toronto and is 
proceeding with plans to open a main 
assembly plant at Amherst, N.S. Nation- 
al Cash Register Co. is to produce one 
stock model in Canada for the world 
market. Remington-Rand likewise will 
produce noiseless typewriters in Canada 
for the world market. 

Though these developments are 
brought about by artificial means, they 
nevertheless constitute a tribute to 
Canada’s war-induced industrial know- 
how as well as to our financial acumen 
and stability as a people. For it may 
be doubted whether the economies of 
mass production demanded of U.S. indus- 
tries can be matched unit for unit in 
Canada, except as the excess unit costs 
are counter-balanced by such factors as 
the lesser propensity of Canadian labour 
to resort to the strike, the lower wage 
and price level which, when our dollar 
is at par with the U.S. dollar, gives us 
the benefit of an increasing price differ- 
ential as their wage and price levels rise 
at a greater rate than our own. 

The danger of this development is, of 
course, the possibility—though it may not 
be a likelihood—that a return to stable 
price levels and labour conditions in the 
U.S.A. may wipe out any advantage de- 
rived from manufacture in Canada under 
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present monetary and trade conditions. 
When Europe has fully recovered and the 
necessity of limiting entry of U.S. goods 
has disappeared this may well become of 
serious import. As things are, it is not 
surprising that there was little support in 
Canada for the recent suggestion of econ- 
omic union by “LIFE” magazine, which 
singularly failed to appreciate the reali- 
ties of Canada’s present situation. 


Canadian Auditors of British 
Companies 
The new British Companies Act of 
1947 provides (section 23 (1) (a)) 
that only accountants who are members 
of approved professional bodies or whose 
qualifications have been approved by the 
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Mid-Year Executive Meeting of 
Dominion Association 





British Board of Trade are eligible for 
appointment as auditors of British pub- 
lic companies. 

Since the provincial Institutes of 
Chartered Accountants in Canada are not 
approved professional bodies within this 
provision of the Act, any member of a 
provincial Institute whose appointment 
as auditor of a British public company 
is contemplated must submit his qualifica- 
tions for approval to the British Board 
of Trade as prescribed by the Act. Ap- 
plications for such approval should be 
launched by addressing a request for the 
required form to the Assistant Secretary 
Insurance and Companies Department, 
Board of Trade, Romney House East, 
Tufton St. East, London, S.W. 1. 





By Thomas H. Moffet, F.C.A., President 


The mid-year meeting of the Executive 
Committee of The Dominion Association 
of Chartered Accountants was held in 
Quebec City on 30th and 31st March 
1948 and Montreal on ist April. 
All members of the Executive were pres- 
ent and, in addition, Mr. R. F. Bruce 
Taylor, Chairman of the Editorial Com- 
mittee, attended the sessions. 

Mr. A. E. Beauvais, President of the 
Quebec Institute, and the Quebec City 
Committee entertained the members of 
the Executive Committee at various func- 
tions during the time of their stay in 
Quebec City, including a reception at 
which the Executive Committee members 
had the opportunity of meeting the 
chartered accountants of Quebec City. 
The members were also guests of the 
Quebec Institute at the mid-winter dinner 
meeting, held on the Thursday evening in 
Montreal, at which time they were privi- 
leged to hear the address by the Honour- 


able Louis St. Laurent, Secretary of State 
for External Affairs. 


International Congress on 
Accounting 

The Ordre National des Experts 
Comptables et Comptables Agréés of 
France, who organized the International 
Congress on Accounting held in Paris in 
May of this year had extended an invita- 
tion to The Dominion Association of 
Chartered Accountants to arrange for 
official representation at the Congress. 
Fortunately, Mr. A. E. Beauvais had 
made arrangements to be in Paris at this 
time and the Executive Committee was 
very pleased to ask him to act as the 
representative of The Dominion Associa- 
tion of Chartered Accountants. 

Acting in accordance with the instruc- 
tions of Council given at the 1947 an- 
nual meeting, the Executive Committee 
undertook to secure additional assistance 
for the Secretary and some one to take 















over as Managing Editor of THE CANA- 
DIAN CHARTERED ACCOUNTANT. They 
were fortunate in securing the services 
of Mr. Melville Pierce, B.A., LL.B., as 
Editor and Assistant Secretary, and of 
Mrs. D. R. Donnelly, B.Acc., C.A., as 
Research and Examinations Assistant. 


Research Committee 

Mr. J. R. M. Wilson, Chairman of the 
Committee on Accounting and Auditing 
Research, reported on the activities of his 
committee since the date of the annual 
meeting. At a well attended meeting in 
Montreal in October there was an exten- 
sive discussion on the question of prepar- 
ing a formal statement in respect of prin- 
ciples governing the determination of in- 
come. In addition a number of other 
projects are being studied. The Commit- 
tee is endeavouring to secure the co- 
operation of the stock exchanges and it 
was reported that the Toronto Stock Ex- 
change has accepted Bulletin No. 1, a 
statement of Standards of Disclosure, as 
a publication worthy of consideration in 
respect of the preparation of Annual 
Accounts. 


Examinations 

Mr. P. F. Seymour, Chairman of the 
Committee on Education and Examina- 
tions, and of the Board of Examiners-in- 
Chief, reported on the results of the 
December 1947 examinations and the 
plans for 1948. 498 candidates wrote 
the Intermediate examination and 353, 
or 71%, were successful, as compared 
with 67% in the 1946 examination. 
483 candidates wrote the Final examina- 
tion, including 118 who wrote supple- 
mentals and of the candidates writing 
the full examinations 136, or 37%, pass- 
ed and 183, or 50%, were granted sup- 
plementals, as compared with 38% and 
29% respectively in 1946. Of the can 
didates writing supplementals 64, or 
54%, passed as compared with 30% a 


year ago. 
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It had been decided to hold the 1948 
examinations in the week commencing 
November 8, and it is the intention that 
the 1949 and subsequent examinations 
should be held early in October in each 
year. 

In line with the policy which had 
been approved at the time of the 1947 
annual meeting, the Board of Examiners- 
in-Chief decided, that with the additional 
staff now available, the setting of the 
1948 examination papers will be central- 
ized. This work is going forward as 
planned and it is hoped that it will 
eventually result in greater standardiza- 
tion of the examinations from year to 
year. 


Legislation Committee 

Mr. F. E. H. Gates, C.A., Chairman 
of the Legislation Committee, reported 
that following the annual meeting the 
Provincial Institutes had been requested 
to arrange for Institute committees to 
study Bill 454, the proposed Income Tax 
Act, and to submit their recommenda- 
tions to the Legislation Committee. The 
Provincial Institutes had responded to 
this request and forwarded many excel- 
lent suggestions as to possible amend- 
ments to the proposed Bill. Utilizing 
these recommendations and taking advan- 
tage of the report of the tax conference 
held under the auspices of the Canadian 
Tax Foundation in Ottawa in December 
1947, the Legislation Committee had 
completed the preparation of the com- 
ments and recommendations to the Min- 
ister of Finance in respect of this Bill 
and had submitted copies to the Minister 
in March. 

The Legislation Committee is of the 
opinion that as soon as the revision of 
the Income Tax Act is completed, the 
Dominion Government should be re- 
quested to consider the revision of the 
Dominion Companies Act in order to 
bring it more into line with current con- 
ditions. 
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The Board of Examiners-in-Chief hav- 
ing asked for the opinion of the Execu- 
tive Committee in connection with medals 
awarded by the Association to top candi- 
dates in the Uniform Examination the 
Executive Committee expressed the opin- 
ion that these medals and prizes should 
be conferred only on candidates who are 
writing the full examination for the first 
time. 


The Secretary reported progress made 
by the sub-committee on personnel selec- 
tion. The sub-committee hopes to sub- 
mit its report at the next annual meeting, 
when a general session will be devoted 
to the presentation and discussion of the 
report. 

Magazine and Publications 

R. F. Bruce Taylor, Chairman of the 
Committee on Magazine and Publica- 
tions, outlined to the members of the 
Executive Committee the changes in 
format, cover design, advertising rates, 
and so forth, which were under discus- 
sion in connection with the general pro- 
gramme for improvement of the maga- 
zine. Mr. Taylor emphasized the im- 
portance of articles by members of the 
Association for publication in the maga- 
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zine and asked for sustained effort to 
achieve a larger number of these. 

Mr. W. G. H. Jephcott, Chairman of 
the Committee on Student Rehabilitation, 
reported on the efforts being made to 
secure an increase in the overall remuner- 
ation which could be paid to student 
trainees, in addition to the increase in the 
allowances for married men with chil- 
dren. While an increase in the allow- 
ances for married men and for married 
men with children has been granted, 
negotiations still are in progress with re- 
spect to the over-all remuneration of 
single men. 


Annual Meeting at Regina 
The Executive Committee approved 
the arrangements for holding the 1948 
annual meeting in Regina on August 25, 
26 and 27. Council and the various 


committees will meet on the 23rd and 
24th. The Hotel Saskatchewan will be 
the headquarters for the meeting and 


the Instituted of Chartered Accountants 
of Saskatchewan has already begun or- 
ganizing affairs so that all members 
attending the meeting will find it in- 
teresting and enjoyable. Mr. W. Givens 
Smith is in charge of arrangements for 
hotel accommodation and reservations. 


CHANGING AUDITORS — A QUESTION OF ETHICS 


The Committee on professional ethics of the American Institute of Account- 
ants was recently requested to give an opinion on a situation wherein a certified 
public accountant, upon calling his client’s attention to certain irregularities dis- 
covered in the books which the client was unwilling to correct, withdrew from 
the engagement, stating his reasons therefor in a letter. The question was 
whether the accountant could properly reveal his reasons for withdrawal to a 
successor accountant without the consent of the client, or whether he could 
show the successor a copy of his letter of withdrawal, or refer to it, without 
breaking the confidence of his former client? 

The Committee expressed the opinion that the predecessor accountant should 
not reveal his reasons for relinquishing the engagement without receiving the 
consent of the client, preferably in writing. He could properly mention the fact 
that he wrote a letter of withdrawal and give the date, but he should not show a 
copy of the letter to the successor accountant without the client’s consent.—The 
Certified Public Accountant, Nov., 1947. 














Education for Business 


at the University of Western Ontario 


By Professor R. B. Taylor 


What I propose to do tonight is 
to attempt to show you in words 
just what a student does during his 
four years with us. I use the words 
“student does” deliberately, because 
what he does is much more important 
to the success of his college course than 
is anything his instructors may do. 
Education is possible, in fact desirable 
in some instances, without instructors, 
but of course it means nothing without 
the student. Now we won't examine 
everything our student does, because 
that would take us far afield and we 
wouldn’t be back perhaps until morn- 
ing, (neither is he), but we will have 
a good look at his activities during his 
working hours. 


Enrolment 

Let us then tag on to the arm of 
John Jones, a young, eighteen-year old, 
high school matriculant who, with 
great expectations, is striding up the 
long and beautiful drive, (and it is a 
beautiful drive), that leads from North 
Richmond Street to Western’s campus. 
He intends to enroll as a freshman in 
Honour Business Administration and 
already he has his future well mapped: 
four years of college, a short initiation 
period (perhaps a week) and then an 
executive position (rather vague) with 
a well-established business concern 
(still vague), a salary of ten thousand 
per (not so vague) and a couple of 
season tickets for seats on the 55 yard 






Address of Professor R. B. Taylor of The University of Western Ontario to the 
Toronto Chapter of The Institute of Internal Auditors, Inc., April 2, 1948. 
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line to watch the Mustangs perform. 
Perhaps that is a bit unfair so let’s be 
content to say that he is a young man 
of great expectations. But he has to a 
considerable degree already proved his 
worth, for he has completed his junior 
matriculation work and has upper 
school standing in English Literature 
and Composition, French, Algebra, 
Geometry, Botany and Zoology. Of 
course there may be variations in 
courses but these are the ones John has 
credit for and they permit him to regis- 
ter without conditions. 


What, then, awaits him in the four 
years lying ahead? Briefly—this. In 
these four years he will attend approxi- 
mately two thousand lectures, of which 
about nine hundred and fifty will be in 
Business subjects, two hundred in Eng- 
lish and eight hundred and fifty in such 
varied fields as economics, philosophy, 
history, and physical science, psychol- 
ogy, and the languages. He will write 
twenty-nine final examinations and per- 
haps one hundred term tests—he will 
hand in nearly fifty reports and essays, 
of which over thirty will be in Busi- 
ness subjects, and in his final year he 
will be required to submit a thesis on 
some phase of business activity that 
will require anywhere from one hun- 
dred and fifty to two hundred or more 
hours of work. Having thus set our 
John back on his heels to consider how 
he can work all this in and still carry 
a full load of extra-curricular work 
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(and play), let’s leave him for a mom- 
ent and take a better look at the Uni- 
versity which he and his long legs are 
fast approaching. 


The University 

Western University, through the 
efforts of the Bishop of the Diocese of 
Huron of the Church of England in 
Canada, received its charter from the 
Legislature of the Province of Ontario 
in 1878. The first classes graduated in 
Arts and in Medicine in 1883. Al- 
though the Medical School has main- 
tained an unbroken existence since it 
was first opened, the Faculty of Arts, 
for financial reasons, was forced to 
close from 1885 to 1895. Revived in 
the latter year, it was for some time 
compelled to struggle for existence, but 
in 1908 its charter was so amended that 
it became undenominational and was 
permitted to receive financial assistance 
first from the London City Council and 
dater from the Province. In 1923 the 
name was changed from Western Uni- 
versity to the University of Western 
Ontario by act of the Provincial Legis- 
lature. 

Western has two campuses—one, in 
the south section of London, is devot- 
ed to the Faculty of Medicine and the 
School of Nursing. The Faculty of 
Arts and Science is located in a very 
beautiful setting of some 260 acres 
just north of and overlooking the city. 
Here also are located the University 
Library, the Hume Cronyn Observa- 
tory, the McIntosh Art Gallery and 
Museum and the J. W. Little Memorial 
Stadium. Completely encircling the 
upper campus is the golf course of the 
London Hunt and Country Club whose 
long green fairways add materially to 
the beauty of the setting and provide 
back-yard exercise for students of the 
ancient and honourable game. 

Within the Faculty of Arts and 
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Science are included facilities and staff 
to teach most of the courses found in 
a liberal arts college. Among the de- 
partments is the Department of Busi- 
ness Administration, which had its in- 
ception back in 1921 under the direc- 
tion of Professor E. H. Morrow, now 
Professor and Head of the Department 
of Commerce at the University of Bri- 
tish Columbia. From the first this de- 
partment enjoyed an independent exist- 
ence within the Faculty and almost 
from the first has made extensive use of 
the so-called case method of study, (of 
which, more later). Graduates began 
to appear in the spring of 1925 and in 
1928 the first Master's degree was 
granted. From a beginning staff of 
two full time men and some part-time 
assistants the department has grown 
until now we number six full time in- 
structors and three part-time lecturers. 
Students in the second, third and fourth 
years of the Business Administration 
course, (the first year is of a general 
nature for students of all Faculties), 
number about two hundred and fifty. 
With that very brief view of the Uni- 
versity before us, let us rejoin our 
friend John, who by this time has 
found his way to the Registrar's office. 


Prerequisite Studies 
Having some weeks ago made appli- 
cation to register and having attached 
to his application his credentials (high 
school diploma and so on), he quickly 


moves through the routine. Since he 
intends to pursue the study of Business 
he will register in Junior Group II. As 
I mentioned before all students spend 
their first year in a general course, for 
fairly obvious reasons. Junior Group 
I is a prerequisite for all Honour 
Science courses; Junior Group II the 
prerequisite for Business Administra- 
tion, Business Administration and Sec- 
retarial Science, Economic and Political 
Science, Philosophy and Psychology, 















Social Science and Journalism; Junior 
Group III the prerequisite for English 
and History and Junior Group IV the 
prerequisite for Classics and the 
Moderns. 


The week following registration 
John will spend in an indoctrination 
programme, the purpose of which is to 
introduce him to the environment of 
the University and its facilities, to help 
acquaint him with his fellow students, 
and to show him something of the 
extracurricular activities that are open 
to him. Advantage is taken of the 
time to give him some tests. He writes 
the intelligence and aptitude test pre- 
pared by the American Council on 
Education and the English placement 
test of the same organization. The lat- 
ter measures the student’s knowledge 
of the mechanics of expression and the 
effectiveness of his powers of expres- 
sion. 


His achievements in these examina- 
tions become a part of his permanent 
record, which is available to the teach- 
ing staff. By that I don’t mean that 
every one of his instructors will refer 
to the record before turning in any 
grades on his academic courses, because 
the picture of his abilities, aptitudes 
and potentiality as a student, as pre- 
sented by these psychological tests, is 
by no means conclusive. Motivation 
and sternness of purpose can and do 
change the picture materially as do 
such other factors as home environ- 
ment, relative emotional maturity, and 
the ups and downs of his affairs 
‘d’amour”. In addition he undergoes 
a rigorous medical examination the re- 
sults of which determine the degree to 
which he will be allowed to indulge in 
athletics. If he passes this exam he 
comes under the University Insurance 
programme. 
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Weekly Programme 


On the Monday morning following 
the “Freshman Reception” week, class- 
es commence. The pattern of our 
John’s weekly programme for the next 
eight months will be as follows (again 
this is somewhat elastic but the example 
is typical). He will have four classes 
in English (one in public speaking, one 
in English Composition and two in 
English Literature), three in elemen- 
tary Psychology, three in Russian (an 
elective), three in elementary Econom- 
ics, three in Physical Science, one in 
Library Science, (a survey course to 
familiarize the students with the or- 
ganization and function of libraries and 
to instruct him in how properly to 
use them), and three in an introduc- 
tory course in Business Administration. 
Even to discuss briefly the content of 
these courses would take far more time 
than is available but I do want, at this 
point, to say something of the -intro- 
ductory course in Business Administ«a- 
tion. 


The Case Method 


Earlier in my talk I referred to the 
extensive use which we make of the 
case method. And we begin that use 
in the first class of the freshman year. 
The case method of study is neither a 
new nor an unnatural method of 
teaching or of learning. For hundreds 
of years the legal profession has relied 
on happenings, ‘arguments and deci- 
sions in its field to supply its educative 
materials. The clinics of our medical 
schools are case studies; the laboratories 
of our science faculties provide facili- 
ties for studying cases. And from the 
learning side what better way is there 
to learn of business problems and their 
solutions than to study actual prob- 
lems? It is true that the transplanting 
of a problem or case from its business 
environment to the printed page or the 
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verbal discussion can never be wholly 
adequate, nor can the atmosphere of 
urgency and stress be well simulated in 
the classroom (i.e. the chips aren’t 
down). Even so, it is learning by do- 
ing and literally forces the student to 
think. Now don’t be misled. The 
cases and problems are not used merely 
as illustrations or footnotes in a text- 
book approach. Rather it is the other 
way about—the cases provide the prim- 
ary materials and the text-books, the 
foot-notes and references—surely a 
truer approach to actuality. 


Sometimes it is stated that this 
method of study is seriously defective 
because, since all possible situations and 
problems cannot be included, there may 
be serious blanks in a student’s knowl- 
edge. While the list of cases for each 
course is most carefully prepared, there 
is of course truth in the assertion. But 
the criticism I believe can also be level- 
led at the text-book approach. If you 
don’t believe me take a look at some 
text books in your field and I think 
you will agree. But in both methods it 
is the responsibility of the instructor 


to fill in or ignore such gaps as he sees 
fit. 


For first year students a comprehen- 
sive text book is used in conjunction 
with the cases. So we bridge the gap 
between his previous experience and 
the (to him) new method of study. 
And we help him in his analysis of the 
cases with lists of questions at the end 
of each. Later on these crutches are 
discarded in favour of a cane in the 
form of a general reading list. Even- 
tually in some of the courses the stu- 
dent is left entirely to his own ingenu- 
ity and searches out his own back- 
ground material and references, and in 
his preparation for classes poses his 
own questions. 
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The Case of the Would-be Hat 
Manufacturer 
But let us look at an example. The 
first case to be discussed in Business 20, 
(being our streamlined and esoteric 
way of referring to Introduction to 
Business), concerned the assistant man- 
ager of a rather small business in 
Western Ontario who, somewhat dis- 
satisfied with his position and way of 
life, was deliberating the advisability 
of breaking away and going into busi- 
ness for himself. His idea was to de- 
vote his abilities and energy to the pro- 
motion of a business to make and sell a 
modified type of sun helmet, of the 
variety so often associated with Kip- 
ing’s stories of the white man’s burden. 
Since this. is an actual case you can 
probably guess at its date—sometime in 
the early thirties. Mr. Goodfellow, our 
would-be entrepreneur, carried out a 
fairly extensive investigation of the 
possibilities for his venture’s success. 
He “figured out” a method of manu- 
facture, attempted to estimate potential 
sales figures, considered alternative dis- 
tribution channels and prepared a 
rough estimate of his financial require- 
ments. A man of many years experi- 
ence in the hat business, he had a lot 
of production know-how (although not 
about this proposed type of hat), and 
was well and favourably known in the 
men’s wear trade generally and par- 
ticularly among retailers. At the end 
of the case the following questions are 
listed: 


1. Should Mr. Goodfellow have enter- 
ed upon this venture? 


2. Did Mr. Goodfellow do a good job 
of investigating and planning the 
promotion of the proposed sun hel- 
met? 


3. Assuming that production of the 
helmets was undertaken which of 
the channels of distribution should 





have been utilized? Should the sun 
helmets have been sold through 
variety chain stores? 

4 How could a price for the helmets 
have been determined? Would it 
have been wise to establish a price 
and then decrease it as sales in- 
creased ? 

5. What part should advertising have 
taken in the promotion of the sun 
helmets? 

6. If an advertising campaign were 
used, when should it have com- 
menced? 

7. What precautions are necessary in 
the promotion of a new product? 
Explain. 

Class Analysis 
When the class (including our pal 
John whom we have rather neglected 
recently) assembles, a good deal of 
the student’s effort will already have 
been made in his preparation, In class 
the questions are discussed, the case is 
broken down into its component parts 
which are then considered separately, 
other collateral questions are posed, the 
need for further information is pointed 
out by some student (that nearly al- 
ways happens in first year) and the 
pros and cons discussed—sometimes 
vehemently. Finally the problems are 
summarized and (perhaps) the ques- 
tion put to a vote. Usually at this time 
some suggested references for further 
reading can be used advantageously. 
Many of the cases require two or even 
three class hours for adequate discus- 
sion. But during the twenty-eight 
working weeks John will prepare, con- 
sider, and discuss between thirty and 
forty cases in various phases of busi- 
ness — promotion — managerial control 

— production — labour relations — mar- 

keting methods, price factors and pric- 

ing problems — financing methods and 
so on. While the cases are grouped 
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in this way and emphasis both in the 
preparation of the case materials and 
in the class room placed on one or 
another of the various aspects of busi- 
ness, overlapping is inevitable and 
serves to point up the all-embracing 
nature of most business problems. That 
is, a problem of production will usual- 
ly have implications for the sales 
manager, the treasurer, the personnel 
executive and of course for the ad- 
ministrative people. 


Well, by the end of his first year 
John, from the nearly utter confusion 
of the early weeks of his course, should 
begin to see the light. Even so he 
is probably more appalled by his own 
ignorance than he is full of knowledge 
of business facts and figures. While 
normally that is not a bad thing, it 
can go too far and result in discourage- 
ment and even resentment against the 
system, so it is necessary to watch the 
class closely and occasionally to step 
in with some material help, perhaps 
in the form of written analyses of 
cases, perhaps with a lecture on some 
of the underlying principles or maybe, 
by a few personal chats with individual 
students who, for various reasons, find 
the going rough. 


Teaching of Accounting 

One of our major problems in the 
teaching of Introductory Business has 
been that of instruction in accounting. 
With the limited time at our disposal, 
(not more than nine class hours at 
the very most), the question of what 
to attempt has proven to be a stickler, 
and we must teach at least the rudi- 
ments. The cases we have used don’t 
appear to have been adequate even to 
illustrate the preparation and use of 
skeleton statements. We have con- 
considered the possibility of using Ben- 
nett’s excellent little “New Course 
Bookkeeping”, the standard text in the 
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commercial high schools, but even it 
seems quite a lot to cover in two or 
three weeks, (during which time our 
good friend John has half a dozen or 
more other courses to keep in hand). 
Frankly we haven't yet found the an- 
swer. One very hopeful possibility 
has recently been presented in Stewart 
Hennessey’s “Outline of Accounting 
Procedure”. If it does prove adaptable 
to our needs, and I believe that it may, 
we will be eternally grateful to Mr. 
Hennessey for the very careful thought 
and the many hours of work that he 
must have spent in its preparation. 
Now let’s follow our friend into his 
second year and let’s not forget, in 
our concentration on the business 


courses, that John has besides his work 
in Business 20, been pretty busy in 
several other fields. Particularly should 
we remember the many hours he has 
spent learning about economics, that 


science which attempts to explain the 
very complex organization, (which 
John hopes someday to help admin- 
ister), by which our physical wants are 
satisfied. He has spent an equal 
amount of time and effort in his 
psychology course, learning something 
about people and their personalities — 
motivations, intelligence measurement, 
feelings and emotions, types of think- 
ing, imagination processes and so on. 


Second Year 
A typical second year class programme 
for a student of business would be: 
General English Literature 3 hours 
Introductory Philosophy § 3 hours 
History of the United States 2 hours 
Economic Geography 3 hours 
Economic Theory 3 hours 
Business Statistics 3 hours 
Accounting 3 hours 
The emphasis on business subjects be- 
gins in this, the second year, but they 
still absorb only six out of twenty class 
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hours per week. 


The accounting of the second year 
is the usual thorough grounding in 
the complexities of the accounting 
cycle with emphasis placed on the prob- 
lems of revenue recognition and per- 
iodic income determination and report- 
ing. Partnership and corporation ac- 
counting are introduced but not fully 
developed at this stage. 


Business Statistics 

Business statistics is taught with a 
very definite eye to its influence as a 
tool of management. While cases are 
used fairly extensively, a text book 
provides for the student a sense of di- 
rection and a measuring rod of achieve- 
ment. As you are well aware: “Much 
of the waste and inefficiency in business 
is due to lack of information, and 
when information is available waste 
often occurs because of lack of ap- 
plication or because of misapplication. 
Sometimes the problem is principally 
one of securing the information, and 
the application may be relatively 
simple. In other instances, the prob- 
lem may be principally one of appli- 
cation... .'% 


Cases involving both the collection 
and preparation of statistics and their ap- 
plication are presented and discussed, 
always with the aim of showing how they 
can be used for control of action. 


The Graduate School of Business Ad- 
ministration at Harvard University has 
recently combined these two tool 
courses (elementary accounting and 
statistics) under the title of Control, 
whose central theme is the use of 
figures in administration. The scheme 

*This quotation comes from the in- 
troductory chapter, entitled “Statistics 
in Business”, of the textbook used in 
the course: “Business Statistics” by 
John R. Riggleman and Ira N. Frisbee 


(second edition; New York; McGraw-Hill 
Book Company, Inc. 1938), page 2. 








has tempting possibilities and we are 
seriously considering the adoption of 
such a course. Let me say here that 
were it not for the generous co-opera- 
tion of the H.B.S. we at Western would 
find the going very tough indeed in 
our case courses. Many of the cases 
we use we acquire there, and their 
staff has been most co-operative in 
providing assistance to our staff mem- 
bers when they have visited Soldier's 
Field at Cambridge, Massachusetts. 


Third Year 

With statistics and accounting tucked 
away under his belt John moves along 
to third year and begins to concentrate 
heavily on business subjects. Of the 
nineteen and a half hours per week 
that he will spend in class during third 
year, sixteen and a half will be devoted 
to business subjects including market- 
ing, production, busines finance, ac- 
counting and commercial law.  Al- 
though all these phases of business 
activity were included in Business 20, 
they were not, of course, developed 
very far and except for accounting, on 
which the student has spent a whole 
year, they represent new, unknown 
fields. 


The course in marketing deals with 
the function of distribution of goods. 
As you are well aware this is one of 
the fundamental business activities and 
it probably enlists the services of more 
people than any other. Successful 
business operation is to a large extent 
based on sound marketing analyses and 
so the prime purpose of the course is 
to develop an ability to think in terms 
of actual marketing problems. Among 
the aspects of the overall marketing 
functions that are considered are: pre- 
paration of the product to meet the de- 
mands of the market; determination of 
the best channels of distribution; brand- 
ing and brand policy; advertising; 
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management of the sales force; price 
policy and government regulations. 


Blue Print Reading 

A recent innovation in our third 
year programme has been the replacing 
of a somewhat “theoretical” and ‘“‘arm’s 
length” course in industrial manage- 
ment with a course in production that 
begins with a very down-to-earth ap- 
proach—learning how to read blue- 
prints. Then follows an intensive 
study of machine tools and their func- 
tions, in the course of which the actual 
machines are operated in the class- 
room. Throughout the course exten- 
sive use is made of films to illustrate 
machine operations, shop conditions 
and so on. From this realistic begin- 
ning the student is led up through the 
whole gamut of production activities 
such as planning machine tool use, in- 
structing workers, analyzing and rating 
jobs, setting wage rates, analyzing and 
organizing processes, planning layouts, 
controlling operations, until eventual- 
ly he is exposed to cases concerned 
with the problems of the factory man- 
ager. Although the Harvard Business 
School, through whose generosity in 
providing case books, films and general 
assistance we are enabled to give the 
course, completes the work in two 
semesters, we use three semesters—two 
in the third year and one in the fourth. 


Business Finance 

Finance constitutes another of the 
major functional divisions of business. 
The third year course in business fin- 
ance is designed to teach the student 
how businesses acquire, control and 
use the moneys which they need to 
carry on their activities and to give him 
an appreciation of the proper relation- 
ship between the management of 
money and the main line functions of 
marketing and production. Among the 
topics discussed are: the financial as- 
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pects of various forms of business or- 
ganization; long term money. require- 
ments and sources; security arrange- 
ments; intercorporate financial relation- 
ships; the issuance and sale of stocks 
and bonds; the regulation of security 
issues and prospectuses; and the meas- 
urement of working capital needs, its 
acquisition and its management. 

Building on the groundwork estab- 
lished in the second year, third year 
accounting goes on to develop in 
greater detail the student's knowledge 
of accounting principles and practice. 
Although, as you can well realize, it is 
not always feasible, where it is pos- 
sible we tend to stress the usefulness 
to management of accounting as a con- 
trol mechanism and a reporting med- 
ium. Throughout the course frequent 
reference is made to current accounting 
literature. 

The law course, taught by a prac- 
tising K.C., runs the gamut of the 
alphabetic scale from Agency to Wills 
and Descent of property—the titles 
of the first and last chapters of Anger’s 
“Digest of Canadian Mercantile Law”, 
which is the text book used. 


Written Assignments 

With the exception of accounting 
and mercantile law, all third year 
courses are taught by the case method 
and frequent written reports are re- 
quired of the student. Although per- 
haps not typical, because of the “text- 
book” questions included, the follow- 
ing is one of the assignments which 
this year’s class received. 


Report Assignment—Business 353 

On the financial page of the Globe 
and Mail of November 4, 1947 appeared 
an editorial entitled: ‘How finance ex- 
panding needs of our industries? By 
Bonds? By common issue? By pre- 
ferred stock? B.A. Oil chooses preferred 
and tells why.” 
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Assignment 
You will hand in, not later than 

5 p.m. on Wednesday, March 10th, 1948, 

a typewritten report in answer to the 

following questions: 

1. What is industrial expansion and 
what are its financial implications? 

2. How has expansion been financed 
in the past: 

(a) in the Canadian petroleum in- 
dustry ? , 

(b) in the British American Oil 
Company Limited? 

3. What are the merits of the three 
methods of financing mentioned in 
the above quoted editorial: 

(a) from the company’s point of 
view? 

(b) from the potential investor's 
point of view? 

4. Do you consider that the attached 
prospectus gives an adequate pre- 
sentation of the facts concerning 
the preferred shares offered, for you 
as an investor, “to arrive at a sound 
judgment as to the investment worth 
of the security?” 


Fourth Year 

As he enters his fourth year, John 
is showing increasing signs of maturity. 
Having nearly recovered from his almost 
childish worship of freshettes of all 
vintages, he has now narrowed the field 
to about a dozen and is experiencing 
much difficulty in keeping his fraternity 
pin on his lapel. 

This year he will take things a little 
more leisurely and will have some choice 
of subjects—the only two required ones 
being Business Policy and the research 
project. Let us assume that he is in- 
terested in marketing and although not 
by any means sure of his major interest, 
has a hankering to get into the field of 
retailing. His list of courses might be: 
Business Policy; Research; Sales Manage- 
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ment; Advertising; Retailing; Auditing. 

With all these courses we won’t have 
time to deal but we can say something 
of two or three of them. 





Business Policy 

Business Policy is the course which 
we use to integrate the work of the 
specialized subjects. The viewpoint is 
that of top management where company- 
wide objectives are developed and de- 
partmental activities co-ordinated. Am- 
ong the topics emphasized are: ap- 
praising the company’s situation; determ- 
ining company objectives; developing a 
consistent policy for attaining the ob- 
jectives; organizing personnel; guiding 
and maintaining the administrative or- 
ganization and reappraising and altering 
objectives, policies and organization. 

It is one of the hopes of the Depart- 
ment that these excursions into the realm 
of top management will assist the grad- 
uate, even when he has just begun his 
career and is still in the senior office boy 
category to see the over-all picture of 
his company and so to make a more effect- 
ive contribution to its welfare and suc- 
cess. 


Theses 

As I mentioned before, each student 
in his final year is required to submit 
a thesis on a topic selected in consulta- 
tion with a staff member. Although 
these research projects sometimes result 
in the acquisition of valuable knowledge 
concerning business practice, (for in- 
stance, an analysis of methods actually 
used by some 30 or 40 large Canadian 
concerns in handling salesmen’s auto- 
mobile allowances), the central purpose 
is to give the student an opportunity for 
more intensive and independent study 
of some phase of business than is pos- 
sible in the “classroom” subjects. Most 
theses require: collection of information, 
analysis and measurement of the data 
and presentation of findings. 





Now “Mr. Jones” has completed his 
four years and is ready to step out 
and take his place in business. The 
descriptive part of our case study has 
been completed and I have taken so 
much of your time already that little 
remains for analysis and discussion—a 
not unheard of occurrence in the case 
method that I have been at such pains 
to describe for you. But if you will 
bear with me just a little longer, per- 
haps we can summarize a bit and draw 
the picture together. 


Purpose of Course 

What has been the purpose of the 
training John has received? First, to 
educate him to assume his responsibili- 
ties as a citizen. This the University 
has tried to do by giving him a fairly 
broad liberal arts training, by giving him 
some competence in one field of en- 
deavour (business), and at all times by 
providing an environment conducive to 
the development of a questioning spirit, 
a logical mind, a sternness of purpose 
in meeting life’s problems, and an ethical 
and sympathetic approach to his fellow 
citizens. 

Secondly, it has attempted to provide 
him with a framework on which he 
can in the years following graduation 
construct a deep and sure knowledge of 
his field of endeavour, and a thinking 
attitude toward the business problems 
which he must so inevitably face in the 
confused and uncertain times that now, 
(and of course, that always did), lie 
ahead. How has the Department of Busi- 
ness Administration contributed to this 
desired end? Some months ago the staff 
members of the Department sat down 
over cups of coffee, (as is their wont), 
to rehash and restate the qualities that 
it tries to develop in its students. 


Results 


These are what resulted: 
1. The ability to think in terms of 
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overall business problems and to discern 
the relationships between the component 
parts of problems. 

2. A knowledge of the economic, 
social and political environment of busi- 
ness. 

3. The ability to sense, in the wheat 
and the chaff, the real problems in a 
business situation. 

4. The ability to write well and con- 
vincingly (done through the rather large 
number of written reports required). 

5. The ability to use figures in analyz- 
ing a business problem. 
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6. An understanding of human re- 
lationships in business. 

7. A knowledge of business data and 
a familiarity with business literature of 
all sorts. 

8. A comprehension of the various 
methods of establishing. standards and 
controlling results in business. 

9. A knowledge of some of the more 
significant business techniques in the 
major fields of business activity. 

10. An appreciation of and a feel 
for ethical standards in business. 

A formidable list but we try! 


Book Review 


Commercial Goodwill, Its History, 
Value and Treatment In Accounts. By 
P. D. Leake, 4th ed. Published by Gee 
& Co. (Publishers) Ltd., London, Eng- 
land. 173 pages plus Tables and Index. 


In this fourth edition the author dis- 
cusses at some length the definition and 
nature of commercial goodwill and the 
difficulties inherent in its determination, 
and suggests as a more accurate defini- 
tion “Commercial goodwill is the right 
which grows out of all kinds of past ef- 
fort in seeking profit, increase of value, 
or other advantage”. In Mr. Leake’s 
opinion the exchangeable value of good- 
will depends upon the probability of 
earning future super-profits, i.e., “the 
amount by which revenue, increase of 
value or other advantage received ex- 
ceeds any and all economic expenditure 
‘incidental to its production”. 

A strong argument is advanced for the 
periodic write-off of the amount paid for 


goodwill. It is doubtless true that in 
some cases the present value of goodwill 
is at least equal to the amount paid 
therefor some years previously. Never- 
theless, this does not invalidate the 
claim that a portion of the original 
expenditure has expired; what has hap- 
pened is that new goodwill has been 
created through operations. 


The author suggests that goodwill 
should be written off on a regular basis 
arrived at by a determination of the 
amount of the super-profit and the earn- 
ing power of money. The present policy 
of issuing shares in payment of goodwill 
is deprecated and it is suggested that 
goodwill should be paid for by the issue 
of some form of redeemable security. In 
this case the goodwill is to be written 
down as the security is redeemed. 

In Chapter V, which makes its first ap- 
pearance in this edition, the author de- 
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velops the idea of industrial accounting 
as being “the science of recording the 
history of profit-seeking transactions in 
useful services and tangible things, in- 
wards and outwards, and of measuring 
the resulting plus—i.e. profit—and minus 
—i.e. loss, which has accrued over some 
definite accounting period”. He regards 
the practice of including the value of 
intangibles in the fixed share capital as 
a great handicap to industrial account- 
ing and the correct measurement of the 
profit for the year, and makes these 
propositions: — 

“(1) That the capital of an industrial 
undertaking is equal to the amount of the 
going-concern values of things which. act- 
ually exist and rights to such things af- 
ter deducting liabilities, and 

(2) that the exchangeable values of 
rights to intangibles including business 
goodwill, trade marks, trade names, pat- 
ent rights, copyrights, and other monop- 
olies are not real capital or proper sub- 
jects for industrial accounting, and that 
their values, however great, should be 
banished from the industrial balance 
sheet, and from the fixed share capital of 
a company.” 

A number of suggestions are offered 
for the amendment of the company law 
to correct the current practices. 

Accountants have been striving to en- 
sure that all changes in the accounts 
should be based upon objective evidence, 
capable of reasonably definite measure- 
ment. It is therefore readily under- 
standable why goodwill is regarded as a 
thorn in the side. After the experiences 
with goodwill of the “roaring twen- 
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ties”, business men are only too anxious 
to see it disappear from the face of the 
statements. 


Our present trend towards materialism 
might have influenced our thinking in 
respect of intangibles and it is refreshing 
‘to read an argument for a somewhat 
more rational approach to the problem 
of accounting for goodwill. While one 
may not agree that the suggested method 
of determining the value of goodwill is 
more accurate than “the rough and ready 
method hitherto commonly followed”, 
this endeavour to arrive at a logical and 
reasonable method of writing off good- 
will is worthy of consideration, Chary 
as accountants are of recording goodwill 
except when and as paid for, they are 
even more disinclined to write it off as a 
charge to profits. Indeed one cannot 
help but agree that a disservice would be 
rendered to accurate profit reporting if 
such write-offs were made except upon 
the basis of logical, reasonable and gen- 
erally accepted standards. 


It would seem that the author is siding 
with the materialists when in his propo- 
sitions in respect of industrial accounting 
he suggests that intangibles have no place 
in industrial accounting and the fixed 
share capital of a company. A review 
of past practice would indicate that, if 
anything, intangibles have been ruth- 
lessly eliminated by bulk transfers 
against surplus rather than by rational 
amortization. It is interesting to com- 
pare this proposition with that put 
forward recently by Prof. W. A. Paton 
of the University of Michigan. 

C. L. King. 


SEEK ACCOUNTANTS 


The Halifax Herald reports that the farmers of the Province are seeking the 


assistance of accountants to prepare their income tax returns. 


When the chair- 


man of a farmers’ meeting at Windsor in late April asked those present to indi- 
eate by a show of hands if they needed assistance in the preparation of their 
tax returns the response indicated that the accountants who are to be called in 
would be kept busy. 








Treatment of Cash Discounts in Financial 


Statements and Accounting Records 


By Elizabeth Sheldon 


Cash discounts on purchases and on 
sales are relatively small in amount and 
their treatment, although significant from 
the viewpoint of accounting theory, is 
frequently given little consideration. 


The Usual Conception 

The usual conception of cash dis- 
counts is that discounts taken on pur- 
chases represent interest earned by the 
purchaser on amounts paid in advance 
of their due date, while discounts allowed 
on sales represent an interest charge to 
the seller on amounts received prior to 
their due date. This leads to the classi- 
fication of cash discounts as financial 
items in the income statement. 


A refinement of this view is that cash 
discounts should be regarded as interest 
only to the extent that the rate does not 
exceed a fair interest rate. Cash dis- 
counts on sales, for example, may be 
considered as comprising an element of 
interest at a normal borrowing rate, and 
an element of expense insofar as the 
discount exceeds such rate. In practice 
however, cash discounts on sales are not 
usually analyzed in this way, but are 
treated entirely as financial expense or as 
operating expense. In the latter case, 
discounts allowed may be grouped as 
general expense on the assumption that 
sales discounts are offered in order to 
encourage prompt settlement of accounts 
and so reduce the cost of collection, or as 
selling expense if it be considered that 
they have the effect of increasing the 
volume of sales. Of course, if the 
practice exists of allowing customers to 


take cash discounts whether in fact the 
accounts are paid within the discount 
period or not, it is apparent that the cash 
discount then becomes equivalent to a 
trade discount and should be treated as 
such in the accounts of both buyer and 
seller. 


Discounts Not Taken 

Crdinarily cash discounts not taken are 
disregarded, although a record of such 
discounts might be useful as a means of 
control, and is probably more important 
to management than a record of discounts 
taken. The purchaser who fails to take 
cash discounts is in effect paying interest 
at a rate which may be considerably 
higher than that paid for money borrow- 
ed from a bank or from the public. For 
example, if an invoice bearing terms “net 
30 days: 1% 10 days” is not settled 
until the end of the 30-day period, the 
purchaser is in reality paying 1% for the 
use of money for 20 days, which is 
equivalent to an annual rate of 18%; if 
the same invoice is not settled until 60 
days after the invoice date the effective 
rate is somewhat in excess of 7%, assum- 
ing that no separate charge for interest 
is made by the vendor after the due 
date. It is clear from this illustration 
that businesses which have a relatively 
large volume of purchases on which cash 
discounts are allowed, stand to lose a 
substantial amount if discounts are not 
taken. If a company fails to take ad- 
vantage of all cash discounts offered, 
management should be informed as to 
the amount of discounts lost for it might 
be that with full knowledge of the facts, 
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profits could be increased by a change in 
office or accounting routine. 


Accounting methods which lay em- 
phasis on discounts lapsed rather than 
on those taken, are based on the assump- 
tion that cash discounts are cost adjust- 
ments rather than items of a financial 
nature. If it be assumed that the cost or 
revenue which can result from a trans- 
action is the net amount of cash or cash 
equivalent ordinarily exchanged in the 
transaction, then it appears reasonable 
either not to account for cash discounts 
taken or, alternatively, to book such cash 
discounts but classify them as deductions 
from cost of purchases or as deductions 
from sales. It follows that cash dis- 
counts not taken on purchases represent 
a loss to the purchaser and should be so 
recorded in the accounts. 


There are, of course, practical diffi- 
culties to be faced if cash discounts are 
treated as cost adjustments. No obvious 
complications arise with respect to cash 
discounts on sales, since only the sales 
account would be affected. Cash dis- 
counts on purchases, however, enter into 
the cost system, and are also reflected in 
the valuation of inventories and of fixed 
assets. 


Bookkeeping 


It is not proposed to deal at length 
with the bookkeeping involved in ac- 
counting for cash discounts lost. Treating 
cash discounts as cost adjustments, two 
obvious methods which suggest them- 
selves, howeve:, are: 


(1) To record at time of purchase only 
the cash outlay anticipated, i.e., in- 
voice price less cash discount. At 
time of payment this net amount 
would be charged to accounts pay- 
able, and would also be credited to 
cash if payment were made within 
the discount period; but if the dis- 
count lapsed before payment, an 
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account ‘‘cash discounts lost’’ would 
be charged with the amount of the 
discount and cash would be credited 
with the full invoice price. 

To charge merchandise account at 
time of purchase with the net 
amount (viz. invoice price less cash 
discount), to charge an account 
“cash discounts lost’’ with the dis- 
count offered, and to credit accounts 
payable with the invoice price. If 
the discount is taken, there would 
at time of payment be an offsetting 
credit entry in the account “‘cash dis- 
counts lost’’, an offsetting debit to 
accounts payable, and a credit to 
cash for the net amount. If the 
discount were not taken, the loss 
would stand in the accounts as a 
charge to “cash discounts lost’’. 
These methods can of course be adapted 
so as to provide a record of cash dis- 
counts taken as well as of those lost. 


(2) 


Current Canadian Practice 

In an attempt to ascertain current 
Canadian practice in the presentation of 
cash discounts in financial statements, a 
tabulation has been made from the state- 
ments of fifty representative Canadian 
corporations selected at random, and the 
results of this test are shown in the table 
which follows. Because the sample is 
small, the results of the test cannot be 
accepted as more than a rough estimate 
of Canadian practice. 
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Analysis of Presentation of Cash Discounts in the Income Statements 
of Fifty Representative Canadian Companies 


Classification in 
Income Statement 


Distribution 


Cash Discounts on Sales 


Deduction from sales 
Operating expense 
Financial charge 


Netted against cash discounts on purchases— 


(a) As operating item 
(b) As financial item 
Not shown as separate item 


Cash Discounts on Purchases 


Deduction from purchases 
Negative operating expense 
Financial income 


Netted against cash discounts on sales— 


(a) As operating item 
(b) As financial item 
Not shown as separate item 


No Uniformity 

The test shows no uniformity in the 
presentation of cash discounts in the 
statements of the fifty companies selected. 
Although somewhat more than one-third 
of the distribution of both sales and pur- 
chase discounts falls in the category “Not 
shown as separate item”, it cannot be 
assumed from this that all companies in 
this category do not account for cash 
discounts, since they include businesses 
such as retail trading companies which 
sell for cash only and which normally 
would not have sales discounts, and 
primary manufacturing companies to 
which purchase discounts are not avail- 
able in material amount. It is noted 
from the table that somewhat less than 


one-half of the companies which show 
cash discounts on sales in their income 
statements classify them as deductions 
from sales, and that slightly more than 
one-half of the companies which show 
cash discounts on purchases classify them 


as financial income. None of the state- 
ments included in the analysis show as a 
separate item the loss on discounts not 
taken. 


No single treatment of cash discounts 
can serve as a standard. It is important 
however, that in each enterprise consider- 
ation be given to a method of accounting 
for cash discounts which provides con- 
veniently information which affords 
management an appropriate measure of 
control. 











Why Working Papers? 
By N. R. Moran, C.A. 


I have asked several accountants when 
and why they prepared working papers 
without ever receiving a satisfactory 
answer. They could tell me how they 
drew up a working paper but not the 
general rules governing when they drew 
up a working paper and when they 
merely initialled an audit programme. 


Answers Vague 


I received some off-hand answers such 
as: 


“If one of the juniors brings me an 
audit programme with his initials on 
it I still am not sure just what he 
has done. If he prepares a working 
paper I know that at least he has 
looked at the figures concerned.” 


“If the client’s books were destroyed 
by fire we would have a good deal of 
useful information in our working 


paper file.” 

“The working papers give us our 
expense analysis. The client merely 
posts all expenses into one account in 
his general ledger.” 


Inquiry among staff members of differ- 
ent firms of public accountants did noth- 
ing to clarify the subject. I found that 
practice differed tremendously from one 
firm to another as to volume of working 
papers prepared. ‘Some firms made prac- 
tically none, others produced them copi- 
ously. 

In print I found only such general 
statements as: 

“The skill of an auditor can be as- 
certained by an inspection of his work- 
ing papers.” 


“Working papers should be restrict- 
ed to essentials and not consist of 
lengthy transcriptions of detail which 
is a part of the permanent accounting 
records of the client.” 


“The poorer an auditor is the more 
working papers he produces.” 


From none of these sources could I 
find an answer to the twin questions: 
“When do you make a working paper?” 
and “Why do you make a working 
paper?” If the “why” question can be 
answered it will pretty well automatically 
answer the “when” question. 


The Author's Answer 


My own answer is as follows: In the 
words of the advertising contests, ‘I 
prepare a working paper because —” 


1. To show proof of agreement of 
figures as is accomplished by a bank re- 
conciliation or in general by any re- 
conciliation involving figures in transit. 


2. To assist in the valuation of an 
item as is accomplished by an aged trial 
balance of accounts receivable. I am not 
speaking here of the trial balance per se, 
I am speaking of the age analysis which 
serves as a tool of the auditor by assist- 
ing him to determine the valuation of the 
total. The simple trial balance I will 
discuss presently. 

3. To give the auditor information 
which he should be able to draw from a 
subsidiary ledger, if only there were one. 
I am thinking here particularly of a fixed 
asset schedule showing additions by years, 
which is really a plant ledger albeit in 
somewhat skimpy form, but which is the 
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only means the auditor has of assuring 
himself that an item having a ten year 
life has not been depreciated for more 
than ten years. That is, the schedule will 
indicate the year of purchase of the vari- 
ous assets and will safeguard the auditor 
against the mechanical error of over- 
depreciation where the problem is one 
of time only. Under type 7 a similar 
situation is discussed but one which is 
ordinarily less complex. This schedule 
of fixed assets is just on the border-line 
of being a true working paper. It is 
actually more nearly a part of the system 
of accounts but so commonly is this in- 
formation lacking in the accounts, thus 
forcing the auditor to carry it in his 
working papers, that I feel that a dis- 
cussion of it properly belongs here. 


Short Cut 


4. To effect a short-cut or to produce 
a more positive check. This situation 
occurs where a working paper listing a 
bond count is used to check coupon inter- 
est directly into the ledger, thus skipping 
the cash book and also providing a more 
positive check than would be produced 
by merely checking postings. 

5. To secure an independent check as 
is accomplished by a bank confirmation, 
creditor's confirmation, or data received 
from a taxing authority. These may 
take the form of a certificate, letter, or 
statement, rather than the normal work 
sheet but nevertheless since they are a 
tool used by the auditor, indeed one of 
his most valuable ones, they must rank 
as true working papers. 

6. To retain a calculation such as in- 
come tax payable or royalties accrued. 
There is nothing more disconcerting than 
to be asked how you arrived at a figure 
and not be able to reproduce it by sub- 
sequent calculation. 

7. To enable the auditor to ascertain 
the make-up of a figure composed of 
several items or years’ items, such as 
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notes payable or income tax payable, par- 
ticularly if it is necessary to accrue in- 
terest. This borders very closely on type 
3, the only difference being one of de- 
gree. In type 7 a subsidiary ledger could 
be kept but generally the items making 
up the control figure are not numerous 
enough to warrant it. 


Two Additional Reasons 

These seven types of working papers 
are all made up for the benefit of the 
auditor himself. There are still two 
types of papers drawn up which are not 
strictly an audit tool but which are gen- 
erally incorporated into the working 
paper file. 

8. In the final statements quite often 
one figure on the statement is made up of 
two or three figures on the trial balance. 
A paper showing the make-up of a figure 
of this sort is made only for the con- 
venience of another person, generally a 
senior to whom the statements are being 
handed for criticism. Such a paper adds 
nothing to the audit, it is merely a time 
saver. 

9. To prove work done, as is accom- 
plished by a cash count, a trial balance of 
a subsidiary ledger, or the use of the 











technique of drawing off a trial balance 
of the general ledger as it is found and 
showing the audit adjusting entries ap- 
plied thereto in the form of an extended 
general ledger trial balance. The result 
of preserving these again adds nothing 
to the audit; it merely offers concrete 
evidence to third parties, generally a 
client or a Court, that certain work was 
done. The latter procedure, of preserv- 
ing the audit adjustments, has the advan- 
tage of showing not only what adjust- 
ments were made, but in conjunction with 
the working papers also shows why they 
were made. All of which does not alter 
the fact that none of the three is really a 
tool of auditing. He could accomplish the 
same result by initialling a programme 
in the case of the first two, and could 
pass his adjustments on the client’s books 
before taking his trial balance in regard 
to the last. To my mind they are there- 
fore not true working papers, but despite 
this somewhat academic point they are 
normally thought of as working papers, 
so it seems proper to include them here. 


Check Against Change in Closing 
Balances 


Types 1 to 7 have one additional point 
in common. They all serve as a check 
against balances being changed in the 
books as between the closing balances of 
last year’s audit and the opening balance 
of the current year. Therefore in a re- 
curring audit the working paper tech- 
nique offers this additional check auto- 
matically, if it is a part of the audit pro- 
cedure to summarize the balances in gen- 
eral ledger balance sheet accounts for the 
entire year. 


As a corollary I might add that reasons 
which are not valid reasons for the pre- 
paration of working papers are: 


Why Working Papers? 
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1. To analyze expense accounts for the 
purpose of assisting the bookkeeping. 
The place to keep books is in the books 
and the working papers should form no 
part of the accounting system. In other 
words, it is one thing to analyze expense 
accounts from an audit point of view 
with the object of ascertaining what has 
gone into them but it is something else 
to analyze them for the purpose of get- 
ting accounting information. 

2. To preserve figures in case the 
client’s records should be lost or de- 
stroyed. That is no part of an auditor's 
duty. If such a result is desired a photo- 
static copy would do the job more com- 
pletely and far more quickly. 

When an auditor prepares working 
papers for either of the above reasons 
he has ceased for that period of time to 
be an auditor and has taken over the 
duties and responsibilities of the account- 
ant in case 1, and in case 2 the manage- 
ment. 

With these general answers to the 
question of ‘“‘Why do you make a work- 
ing paper?” it can be seen that it is 
still somewhat dependent on the individ- 
ual practitioner to answer the question 
“When do you make a working paper?” 


Basic Minimum 

I do believe, however, that the prac- 
tice of supporting every balance sheet 
item and such profit and loss items as 
require adjustment or need a calculation 
to prove their accuracy (like royalties 
or any expense based on a percentage of 
another amount) with a working paper, 
coupled with the use of the extended 
trial balance as a means of identifying 
the entries that the auditor has found it 
necessary to pass represents almost a basic 
minimum. 





Professional Development: 


Accountancy Practice in Great Britain 


By E. F. Jeal, C.A. 


Fundamentally, professional practice is 
an attitude of mind; and professional 
men occupy a position midway between 
men of commerce and industry on the 
one side, and vocationalists on the other. 
To the former the profit motive is para- 
mount; to the latter it is unknown. To 
a practitioner in a profession his work is, 
intrinsically, the absorbing purpose; his 
fees are merely a means through which, 
materially, he can devote himself to the 
affairs of his clients. He is a conscien- 
tious expert who subordinates considera- 
tions of profit to those of service and 
procedural rectitude (often called “‘eth- 
ics’). He seeks to serve each of his 
clients to the maximum of his powers 
according to the particular need of each 
client in each particular matter commit- 
ted to his professional care. There is 
something highly personal, empirical, 
classical and liberal about the profession- 
al function at its best. 


British Professional Accountancy 
Practice 

It was in Britain, and particularly in 
Scotland, that a liberal profession of Ac- 
countancy began to organize itself about 
a century ago. Many of the British pion- 
eers, especially from Scotland, left for 
the New World, with the result that 
accountancy developed along the most 
realistic lines in that rapidly developing 
continent of North America, if it did 
not so quickly become accepted there as 
deserving professional status. Save, per- 


haps, in Holland there was nothing at 
all comparable in continental Europe, 
where legalism and the old judicial con- 
cepts continued to dominate. 


How does one explain this interesting 
development, and the prominent place 
that chartered accountants occupy in 
British affairs? 

It was not in Britain that double entry 
bookkeeping was first prominent, but in 
northern Italy in the fifteenth century. 
Early in the nineteenth century the re- 
cords of the London merchants were far 
from good; even to-day, though Britain 
has better accountants, the continent 
probably still has better bookkeepers. 


From the earliest times financial con- 
trol has been appreciated in England.* 
The checking of accounts was a promin- 
ent feature of mediaeval rural economy 
and of livery company affairs, where 
auditors, although not in any sense pro- 
fessional, witnessed to great independ- 
ence of attitude. 


Auditing as an Agency of Justice 

The British saw auditing as an agency 
in applying their idea of justice. Those 
who voluntarily appoint auditors deem 
the practice advantageous for all con- 
cerned; and those who have done the 
auditing have learned to be fairminded, 
so that no suspicion is allowed to fall 
on anybody without real cause, no tyran- 
ny is resented or undue irritation suffer- 


ed. 


* Domesday Book and the Barones Sacari of Robert of Salisbury illustrates this. 
These traditions were carried on in connection with the legal reforms of Henry 
II and Edward I, and the same tendency was manifested again with respect to 


Appropriation in 1667. 
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So a tradition of national aids to 
regularity and honesty has been built 
up*; it has been recognized that effect- 
ive morality is not abstract, but is found- 
ed in ethics, i.e., custom or usage, which 
exerted a moralizing influence. An ex- 
pression which is essentially English, 
mildly, cynically, practical is, “Honesty 
is the best Policy’’—be known for straight 
dealing and it will pay you—and every- 
body else. 

In this setting accountancy practice 
developed with the growth of confidence 
in the practitioners. As the nineteenth 
century advanced, men of affairs became 
convinced that there were specialists on 
whom reliance could be placed. 


Adjunct of Legal System 

The English legal system welcomes 
adjuncts; for it has sought to avoid too 
much prescription and rigidity in legis- 
lation. Implicit in it has been the con- 
viction that the law will not of itself 
make men honourable—in fact the more 
men know in detail what precisely is the 
law, the more will they be successful 
in circumventing it by compliance with 
its letter in disrespect for its spirit. Far 
better to keep the paragraphs general, 
to put a premium on good faith and 
so to arrange matters that the spirit of 
the law may be paramount. It is pre- 
cisely as an auxiliary to tendential dis- 
cretionary legislation that accountants 
have been so useful, obtaining the respect 
of the judges while serving beneficially 
their clients. It has not been merely for 
auditors to decide whether or not this or 
that concretely expressed edict has been 
complied with; it has been their role 
to determine whether or not directors 
of each individual company have sum- 
marised the results of their trading in 
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a manner which discloses to the share- 
holders fairly the situation; and, if not, 
to so report in sufficiently definite terms. 


American Development 


In transatlantic practice terminology is 
more standardised, a lay-out more logical 
and earnings are determined and specified 
with less hypothesis. This must be as- 
cribed to good accountancy leadership in 
a pioneer situation, backed up by such 
bodies as the New York Stock Exchange 
which has very severe listing rules. But 
it is an example of usage more effective 


*By virtue of it, Britain has had good and ever better income tax administration 
in this century, in which accountancy practice has been a decisive agency. She 
has also had equitable food rationing in two world wars. These two considerations 
have played their large part in enabling those wars to be won. 
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than law—of the perpetual process of the 
growth of the common law, gem of 
empiricism, in America as in England. 

According to British regulations it is 
understood that dividends shall not be 
declared out of capital, but this does not 
preclude the distribution of surpluses 
of a capital nature accruing from time 
to time, provided that, at the time 
of such declaration, there is a surplus 
on the net assets as a whole. Until de- 
comparatively recent times, there were, 
however, no rules for the enforcement of 
these principles, themselves ensuing from 
Case decisions in the Courts rather than 
from statute law. It was for company 
directors to frame their annual accounts 
in accordance therewith, and for their 
auditors to report thereon. This they did 
according to all the facts, duly weighed 
in any given case, and the number of 
suits which had been brought on these 
matters by the outbreak of the last war 
was very limited. 


The Accountancy Practitioner 


What then is an accountancy prac- 
titioner and how has he come to exist? 


Professional accountancy is characteris- 
tic of the British empiric method. It is 
so, both in its corporate being and dec- 
velopment, and in its modus operandi 
or action. Not through the creation of 
Associations, nor by Legislation accord- 
ing to its functions, did it come into ex- 
istence; on the contrary, pioneers in prac- 
tice first secured, individually, unaided, 
the confidence of those who had volun- 
tarily addressed themselves to them; these 
pioneers did so by dint of their personal 
skill and integrity in attending to the 
affairs of clients, which testified to their 
being worthy of implicit trust. From 
this solid moral foundation of individual 
work, accountancy partnerships were 
formed; this led to the emergence of 


* Such existed in London when Charles 
y to “whitew 
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what soon became household names, 
whose stock-in-trade became great re- 
spectability, affording an ethos or stand- 
ard implying leadership. From this 
there followed a movement for associa- 
tion and a desire generally in the public 
for legislation to provide for universal 
auditing of companies’ accounts. 


This sequence of events, whereby the 
fact preceded the name, cannot be too 
strongly emphasized. A practice of ac- 
countancy cannot be said to exist in a 
community merely because there are ex- 
perts in accounts rendering services on 
a fee basis;* nor is the position changed, 
fundamentally, if such experts are mem- 
bers of an association which they or their 
predecessors have formed, nor even if 
they discharge statutory functions. None 
of these considerations seems to consti- 
tute the essence of the matter; what is, 
apparently, more important, in fact vital, 
is that the general public shall be not 
only aware that such persons exist, but 
shall have something approaching im- 
plicit confidence, not only or principally, 
in their skill, but in their integrity in 
the broadest sense, i.e., in their capacity 
to conform to a standard of conduct in 
strict keeping with the fiduciary nature 
of their calling. 


Foreign Testimony 

To the value of the British system 
foreigners have testified. In 1934, the 
French Senate discussed a measure which 
would have called upon French auditors 
to intervene in the management of com- 
panies. With documented understanding, 
two able senators opposed this innova- 
tion. In doing so they spoke eulogistical- 
ly of the audit function as discharged in 
Great Britain. They described it as limit- 
ed (and hence, in part) effective. It was 
not a question primarily of diplomas, 
they argued, of the intellectual attributes 


Snell was briefed by Sawbridge & Com- 


” them in the scandal of the South Sea Bubble, which he used 


s figure technique to do most successfully! 
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of auditors; it was more one of honour- 
ability issuing from the professional Cor- 
poration, to be compared with the “Ordre 
des Avocats” in France, and of the guar- 
antee afforded by its disciplinary powers. 
So implicit was the faith of the public 
in the Corporation (chartered account- 
ants) that the company law had never 
found it necessary in Great Britain to 
specify who could act as auditors or to 
delimit their functions technically. They 
reported summarily, disclosing nothing 
except if there were, in their judgment, 
something that it was vital for the share- 
holders to know—in which event their 
disclosure would have the full force of 
a departure from routine. 
Criticisms 

Since World War I there have been 
criticisms levelled at accountancy practice. 
It has been said that practitioners en- 
visage too narrowly their place in the 
community. It has also been alleged 
that they have made no noteworthy con- 
tribution towards research for which they 
possess a marvelous inductive opportunity 
from their practices. Also, it has been 
urged that their educational arrangements 
are conceived in a too exclusively tech- 
nical manner, whereas more place should 
be given to wider studies, particularly 
in economics, with greater concessions 
made to those entering the profession 
after having graduated in subjects con- 
stituting a fitting initiation to their pro- 
fessional training and career. Case has 
also been made — not only by leftist 
political affiliations — against the system 
of training under articles, and the ex- 
clusive usage in favour of chartered prac- 
titioners as being illiberal, undemocratic. 


To meet the above, considerable steps 
have been taken. Training conditions 
have been liberalised with a widened 
curriculum which will, in time, have the 
effect of broadening the approach and 
stimulating research. Registration, too, 
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is nearing accomplishment. By the pro- 
vision of the Companies’ Act of 1947, 
persons may not be appointed as auditors 
of public companies unless they are mem- 
bers of a body recognised by the Board 
of Trade. Thus much of the criticism 
has been met without, it is hoped, any 
weakening of professional rigour. The 
public knew well what a chartered ac- 
countant was; if it should not come to 
hold a term like registered accountant in 
almost equal respect there would be 
retrogression. The first duty of any pro- 
fessional man is to his client or, shall 
we say, «0 his clientele; he can devote 
himself to research only within the limits 
of available energy and of a respect for 
confidence. In essence, he is a man of 
action; he can allow himself to be con- 
sulted by theorists, whom he should help, 
but he is not one himself. 


An Empiric Development 


The practice of accountancy is a mat- 
ter of judgment which issues from a cur- 
ious combination of logic and human 
prudence; of rules applied with great 
empiric flexibility, to achieve desirable 
ends rather than to adhere slavishly to 
means; it is applied law by. empiric 
methodology—the attainment of desired 
results by the enforcement of broad prin- 
ciples coloured by notions of convenience 
and expediency. 

With changing technico-economic con- 
ditions, the emphasis which was original- 
ly placed on Capital has been transferred 
to Income; also there has been an ever 
increasing tendency for ownership and 
management to become divorced: this 
renders it more necessary correctly to 
assess and state the earnings, and not 
merely to avoid their overstatement, since 
understatement in certain years (by the 
building up of Secret Reserves) would, 
sooner or later, lead logically to over- 
statement (by re-absorption of such re- 
serves). Such practices defeat accuracy 
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in market quotations and prevent dis- 
closure of quality of management. Con- 
servatism, dependable where coupled 
with Consistency, proves a boomerang 
otherwise. 


In Britain, a tardy recognition of these 
changes gave rise to the Kylsant case, 
where it was decided that the doctrine of 
economy of disclosure, basically so sound, 
must not cause fair statement to be im- 
pugned—clear, simple wording must be 
used for shareholders sufficient to pro- 
voke elucidations at annual meetings if 
specifications are not put in the audit 
certificate-report itself. These matters 
have not subsequently been ventilated in 
court in Britain, and there has been some 
reaction from the avant garde “income 
priority” views in U.S. practice; they are, 
however, reflected in the British 1947 
Companies act, requiring auditors hence- 
forth to certify not only to the balance 
sheet but also to the income account, 


and according them a right to be heard 
at annual meetings and to defend them- 
selves in writing on any attempt being 
made to displace them—precisions which 
strengthen their hands, rather than funda- 


mentally modifying their status or 


modus operandi. 


The Outlook 


To-day we are at a stage of wholesale 
industrial integration bound up with pub- 
lic ownership and control. It is contend- 
ed that the old criterion of cost alone 
is too narrow, and the concept of ser- 
vice potentially renderable to communi- 
ties by virtue of vast scientific discovery 
and application is to the fore. Also, 
integration defeats, or renders less prim- 
ordial, periodical account taking for 
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proprietors; in fact, it tends to destroy 
the basis for free valuation of assets, the 
market being ever more restricted. The 
need tends to be less that of establish- 
ing periodical earnings, and to become 
that of setting up running indices of 
efficiency, technical and administrative, in 
the interest of introducing the best meth- 
ods and minimising waste. Previously, 
in Britain, individual collieries needed 
to know how much profit had been made 
last year; to-day it is desired to estab- 
lish whether nationalized collieries can 
pay higher wages, or mine more coal 
more cheaply if more use is made of ma- 
chinery. 

Accountants must appreciate these de- 
velopments and be prepared to serve in 
the new setting—often not as practition- 
ers but as internal counsellors in national 
and international bodies. Their problem 
will be to do this without losing their 
old independence of attitude. This will 
be anything but easy, as they will be 
under pressure, and their final judgment 
on issues, working in mixed teams, will 
have somewhat to be conditioned by cir- 
cumstances, calling for tolerance embod- 
ied in a broad view, yet without sacrifice 
of what is essential in technical recti- 
tude; they will have to be conscious of 
their responsibility, yet not obsessed with 
the need constantly to cover themselves 
by restrictions and delimitations. Under 
the bureaucratic form, investigation is 
apt to reveal defects which may be ir- 
remediable without far-reaching modifica- 
tions, and not be the fault of individual 
officials who might appear to be the cause 
of them. So a measured reticence is 
needed in reporting the findings as well 
as skilful analysis in making them. 











Is the T.2 Questionnaire 


Still Necessary ? 





The T.2 Questionnaire form for use 
by Corporations filing the income 
and excess profits tax returns has not 
been revised since October 1944, al- 
though changes in legislation since that 
time have affected some questions and 
even made one obsolete. Thus contribu- 
tions to superannuation or pension 
funds are now deductible up to $900 
in respect of the services rendered to 
an employer by an employee etc., where- 
as previously the maximum was $300. 

The form still asks whether the amount 

claimed includes more than $300 per 

annum with respect to any one partici- 
pant in the fund. 

Another item, (16(b)) requires a 
statement showing details of all increases 
during the year in the rate of remunera- 
tion to persons in the employ of the 
Company— 

(1) Receiving $3,000 per annum or 
more (unless subject to the War- 
time Wages Control Order), 

(2) Being officers of the company re- 
ceiving between $2,100 and $3,000 
per annum. 

Yet this has become obsolete by the 

lifting of the Wartime Wages and Salary 

Control as of Dec. 1, 1946. 


Departmental Concession 


An inquiry at the local tax office prod- 
uced the information that the Tax De- 
partment is not expecting taxpayers 
whose fiscal year ended on or after 
December 1, 1947 to file statements on 
increases in remuneration, although 
Memorandum No. 81 issued by the 
Deputy Minister (Taxation) on the 24th 


By George Moller, C.A. 
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February 1947 (Ruling 87) deals at 
some length with the treatment of exec- 
utive salary increases granted after the 
lifting of salaries control. 
Origin 

In this connection it is of some in- 
terest to go back to the origin of the 
T.2 Questionnaire. The Journal of Ac- 
countancy (June 1943) gave the follow- 
ing description of the then new ques- 
tionnaire: 

“The Questionnaire is a supplement 
to the return requiring detailed in- 
formation as to the bases on which 
the principal items in the accounts are 
stated. 

It is understood that if the ques- 
tions are properly answered and sub- 
scribed to by the auditors it will not be 
necessary in a majority of cases for 
tax assessors to visit the offices of the 
taxpayers. This will relieve the staff 
of the Commissioner of Income Tax 
of the necessity for numerous routine 
examinations leaving them free to deal 
with more important and controversial 
cases. 

There is no doubt that the Canadian 
government’s acceptance of an inde- 
pendent auditor's report in lieu of 
audit or investigation by tax assessors 
is a high tribute to the integrity of 
the accounting profession in Canada.” 


Reasons For Questionnaire 
Vanished 
Mr. Mapp at the meeting of the On- 
tario Institute held on the 22nd Feb- 
ruaty 1943 outlined the developments 
leading to the creation of the T.2 Ques- 
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tionnaire. Most of these reasons have 
since disappeared. The wartime scarc- 
ity of skilled accountants and auditors 
can no longer be asserted in support 
of emergency measures. The staff of 
the Taxation Division has been steadily 
increased to cope efficiently with its 
task of assessing promptly the taxes im- 
posed upon the taxpayers. Last but 
not least, the rate of taxation for cor- 
porations has been reduced by the term- 
ination of excess profits taxation to a 
level which should no longer make it 
attractive to increase salaries, repairs, ad- 
vertising expenses or donations of exces- 
sive amounts, in order to reduce taxes 
payable to the Dominion government. 
If one takes these aspects into considera- 
tion it becomes obvious that a number 
of items on the Questionnaire have lost 
their practical value for the assessor. It 
would be preferable to ask a few tax- 
payers certain pointed questions rather 
than requiring all taxpaying corporations 
to answer a number of questions which in 
the majority of cases will not likely affect 
their assessment. 

Another group of items was from 
the outset admittedly a repetition of ques- 
tions asked in the same or another form 
in the T-2 Return. These have been in- 
cluded in the Questionnaire in order 
that they may be reviewed by the auditor 
who has not been required to scrutinize 
the T.2 return itself. 

In the Dominion Association’s brief to 
the Senate Committee submitted in April 
1946, it was stated that the costs (in 
time and money) of meeting the re- 
quirements of the administration should 
be minimized by efficient and reasonable 
procedures, and further, that taxpayers 
are constantly complaining that the forms 
and returns required are complex and 
difficult to understand. 


Auditor's Position 
This leads to the question, whether the 
moment has not arrived, to give the 


Mr. George Moller, a Czech 
by birth and education, sur- 
rendered a ene career in 


his homeland after Munich. His 
education included the study of 
commerce at the University of 
Vienna and law and political 
science at the University of 
Prague, from which famed in- 
stitution he was graduated Doc- 
tor of Law. In 1929 he was ap- 
pointed secretary to the Bohem- 
ian Union Bank in Prague, and 
later was appointed permanent 
expert on banking and account- 
ing to the Supreme Court of 
Prague. He was a recognized 
authority in his homeland on 
economic subjects, especially 
taxation, and a frequent con- 
tributor to periodicals on these 
subjects. After the occupation 
of Prague by the Germans, Mr. 
Moller came to Canada via 
England, and entered the firm 
of George A. Touche & Co. in 
Toronto. He received his quali- 
fications as a Chartered Ac- 
countant in 1946. 


auditor's participation in the taxation 
procedure another form. The suggestion 
is, in short, to make the auditor's re- 
port on the Questionnaire, now manda- 
tory, a voluntary report on the account- 
ing procedure followed, and that it be 
done in the T.2 Return itself after the 
latter has been revised to include some of 
the still substantive and necessary ques- 
tions presently contained in the Question- 
naire. 

It should then be left to the discretion 
of the taxpaying corporation, whether it 
wishes to file the completed T.2 Return 
accompanied by the required financial 
statements, certified by its statutory audit- 
ors only, in which case it should be 
understood that the Tax Department will 
as a rule carry out a thorough examina- 
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tion by one of the Department’s audit- 
ors only, in which case it should be 
own statutory auditors to review the 
questions answered in the T.2 Return 
(including the tax computation) just as 
auditors are now required to review the 
T.2 Questionnaire, and report on this 
review and on the scope of their examina- 
tions to the Director General of In- 
come Tax with whom the return has to 
be filed. 


Scrutiny of 1.2 Return Necessary 


Although up to now the auditor was 
not required to review the T.2 Return 
when dealing with the T.2 Questionnaire, 
it appears to have been the general prac- 
tice for auditors to scrutinize the T.2 
Return (if they did not prepare it for the 
client), as the return contains several 
items which have a bearing on the an- 
swers in the Questionnaire and affect 
the tax liability in the accounts of the 
company. As an example I wish only 
to refer to Item 17 of the Question- 
naire—Extraordinary Expenses. These ex- 
penses have some relation to some of 
the items which according to the T.2 
Return should be added back to the net 
income per financial statements. If the 
client had added back certain exceptional 
expenses to the profit in the return, it 
was not of material importance that 
those expenses were listed again in the 
Questionnaire. On the other hand, the 
auditor was in an undesirable position 
if he had to insist on the disclosure of 
such extraordinary expenses, which 
would not necessarily be disallowed by 
the Tax Department, but with which the 
client would become immediately con- 
cerned if listed in the Questionnaire. 
The decision when an expense becomes 
of consequential amount is certainly a 
difficult one and puts an unnecessary 
burden on taxpayer and auditor. 


These and many more points will re- 
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quire careful consideration before a new 
return form for corporations is issued by 
the Department. 

I do not doubt that, using Mr. Mapp’s 
words, the new procedure if adopted will 
again prove a “measure of confidence, 
placed in our profession, exceedingly 
gratifying”. If the client and taxpayer 
want to prove that there is nothing to 
hide in his return, he will without doubt 
be willing to take advantage of the pos- 
sibility of having his auditor report to 
the Tax Department on matters with 
which this auditor is necessarily familiar 
through his work, in preference to hav- 
ing another auditor from the Depart- 
ment coming in every year for an ex- 
tensive examination who of necessity can- 
not have the required knowledge and 
understanding of the individual circum- 
stances of that particular enterprise. 

Such procedure would be quite in line 
with a development advocated by no less 
an authority than Montgomery in the 
United States. Victor H. Stempf in 
an article “Auditing Under War And 
Postwar Conditions” (January 1944 issue 
of The Journal of Accountancy) wrote 
the following: “Colonel Montgomery 
proposed that the Treasury Department 
should accept, as a basis for income taxa- 
tion, corporate net income as shown by 
the books and certified by independent 
certified public accountants without furth- 
er audit by the Bureau of Internal 
Revenue except in unusual circumstances. 
This proposal is considered to be sound 
and its adoption would be of great ad- 
vantage to all concerned.” 

It is difficult for any outsider to judge 
how much practical value the present 
Questionnaire has for the assessor in the 
Department, and it will therefore depend 
on the practical use which the Depart- 
ment generally makes of the form to 
what extent the questions therein contain- 
ed should be taken over by the Return. 





Letters to the Editor 


Computation of Income Taxes In 
’ a Prospectus 


Sir:—In C. L. King’s article “Com- 
ments on Current Practice” in the Decem- 
ber issue of The Canadian Chartered 
Accountant, the last paragraph, entitled 
“Statement of Earnings for a Prospectus” 
recommends that, ‘income taxes . . . 
should be shown as the net amount ap- 
plicable to each year, i.e., the gross tax 
payable less the refundable portion.” 

I have always been led to believe that 
the purpose of such statement of earn- 
ings is to project into the future the 
earnings of the past, to provide a basis of 
information as to what earnings may be 
expécted to be available in the future 
for distribution after taxes, based on 
recorded profits of previous years. 

The essence of such statement, the 
key, is the portion of earnings retain- 
able by the company after taxes. That 
is the essence and is what prospective 
investors are interested in. 

A statement of earnings after deduct- 
ing taxes as were in effect in each of 
the several years shows what was avail- 
able then, but not what will be available 
in the future under current tax rates 
if future earnings before taxes are equiva- 
lent to those of previous years. 

I could belabor the point further but 
I hope I have made myself sufficiently 
clear. 

I have always admired the progressive 
manner in which the firm I was formerly 
associated with prepared such statement 
of earnings, namely on the basis of taxes 
at current rates, with information on the 
statement to that effect. In contrast, 
practically all the other prospectuses I 


have examined, with a few exceptions, 
stated earnings with taxes as in effect 
in each of the separate years, with which 
procedure I disagree as unprogressive 
and as vitiating the essential purpose of 
such statement. 

A reference to two sources which I 
consider fairly authoritative produces the 
following: 

(1) Lecture Notes—Mr. Mellor, C.A. 
Income Tax—since there is a great 
variation in rates, determine profits 
after allowing for all adjustments and 
then apply Current Rate. 

(2) Auditing—R. G. H. Smails— 

Page 277 

Substitution of income tax on the ad- 

justed earnings at the current rates for 

income tax actually charged on the 
books. 

I am afraid that Mr. King has been led 
into the same error as the vast majority 
of the profession. However I have an 
open mind and would be pleased indeed 
to hear from him on this subject. 
Montreal S. KOLOMEIR. 


Mr. C. L. King's Reply 


Sir:—In my opinion the statement of 
earnings included in a prospectus is an ac- 
counting statement and as such should 
set out as accurately and fairly as pos- 
sible the historical record of the profits 
of the past periods which are under 
review. The prospective investor may 
utilize this factual information, together 
with any other information contained in 
the prospectus and his own estimate of 
economic conditions generally, to arrive 
at his estimate of the probable future 
earnings of the concern. Under no cir- 
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cumstances is it possible to estimate 
future performance solely upon the re- 
cord of past performance. 

It is not possible to adjust the state- 
ment of earnings so that all factors are 
brought into line with present conditions. 
Usually, when adjustments are made, 
they are in respect of one or two sig- 
nificant items only; the most frequent of 
which is taxes on income. 

During the war years, taxes on income 
were substantially in excess of present 
levels. If a statement of earnings covers 
certain war years, it is not reasonable to 
assume that it is correct procedure to 
adjust the figures for taxes on income to 
current levels. By so doing the profit 
figures will be enhanced unduly without 
consideration being given to the prob- 
ability that sales increased as a direct 
result of war conditions. Other factors 
such as labor and overhead costs and 
selling expenses, to say nothing of such 
factors as management efficiency and pol- 
icy, would have to be considered before 
it could reasonably be said that the war- 
time figures were adjusted to peacetime 
conditions. 

Another factor which, in my opinion, 
precludes any adjustments to the figures 
in respect of previous years’ operations 
is that accounting entries should be based 
upon objective evidence. It is not pos- 
sible to present the results of previous 
years’ operations in the light of current 
conditions otherwise than by basing the 
adjustments on a series of assumptions 
which are at best only guesses. 

While it is perfectly in order for an 
investment counsellor to make adjust- 
ments to a statement of earnings to as- 
sist him in arriving at an estimate of 
future profits, such procedure is beyond 
that which can be expected of an ac- 
countant who is concerned with pre- 
senting a fair and accurate picture of 
previous years’ operations. 

Toronto C. L. Kine. 
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Inventory Methods 


Sir:—In his article on Inventory 
Methods in the January number Mr. 
Peloubet gives some history of the change 
in emphasis from balance sheet to income 
account, but does not draw attention to 
the probable origin of the “cost or mar- 
ket” method which has bedevilled ac- 
counting for so long, and which is still 
in favour, apparently, with taxation au- 
thorities and with many professional and 
business men. I suggest that this method 
was put into its strong position by the 
use of the balance sheet as a basis for 
credit. From any other point of view, 
it has nothing to be said in its favour, 
and it makes ridiculous the statement that 
accounts have been prepared by the ap- 
plication of consistent methods. “Last 
year prices were rising and the inven- 
tory was valued at cost; this year prices 
have been falling and the inventory is 
valued at market”. If that statement 
were made, everyone would say “Why 
can’t you be consistent?” An article on 
Revision of Statement of Principles in 
The Accounting Review for January 
says that “the expression ‘cost or matr- 
ket’ will be avoided in the revised state- 
ment”. 


Mr. Peloubet goes to some trouble 
(p. 14) to show that his favourite is not 
a device for stabilizing or equalizing 
profits, and rather disingenuously states 
that such an action would be improper; 
as he thinks profit is correctly determined 
by using this method, it cannot be a 
device for changing profit. But “‘reduc- 
ing an inventory to market always has 
the effect of shifting income from one 
year to another’”—he allows no conces- 
sion to those who maintain that correct 
income can be determined only by this 
method, although they have as much 
right to define income as he has to define 
profit. The truth is that “correct” is an 
inappropriate word to use in connection 
with “profit” or “income”. Mr. Ellis 
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realizes this (although he sometimes 
forgets it) when he writes (p. 35) 
“The recognized purpose of LIFO was 
. . . to iron out the peaks and valleys of 
profits which the two methods just men- 
tioned tend to aggravate, and to guide 
busines profits more into line than other- 
wise with the realities of business condi- 
tions”. To many this, which Mr. Pelou- 
bet is at pains to obscure, is the out- 
standing merit of LIFO. 


What is perhaps worse, Mr. Peloubet 
goes on to say (p. 18) “Under LIFO the 
expenditures for taxes are minimized on 
a rising market .. . . the working capital 
position of taxpayers is much better and 
they can afford to take full advantage of 
their opportunities in prosperous periods 

On a rising market, the business 
is to show low profits and avoid clamour 
for dividends, to pay less in taxes, and 
to use its funds for expansion, which is 
the surest way of creating peaks and val- 
leys in the economy, although he some- 
how arrives at his conclusion “these are 
important factors in the stability of the 
economic system of any country’s revenue 
and of its economic life as well”. If the 
Department of Finance accepts LIFO as 
a legitimate method, as it should, it 
might well decide that taxes had to be 
increased during a period of rising prices 
for the purpose of discouraging undue 
expansion. 

Mr. Ellis in his article on “Inventory 
Methods” in the same number, argues 
very clearly about the effects of different 
methods, and is betrayed only once (p. 
39) by the unjustifiable use of the word 
“true”: “LIFO tends, when prices are 
falling, to induce reflection of true oper- 
ating results rather than to exaggerate 
the transitory effects of such price de- 
clines’”. His conclusion is admirable: 
that we should study the effects of vari- 
ous methods and choose the one which 
appears to be best suited to the particu- 
lar business with which we are dealing. 
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He suggests that every interim and year- 
end financial report should include a note 
clearly naming the stores method em- 
ployed. The intention of section 112 
(2d) of the Dominion Companies Act is 
commonly nullified; seldom does the 
disclosure of “the basis of valuation 
adopted aand the manner in which such 
value has been determined in respect of 
various sub-divisions” of the inventory 
give information of any great use. 

C. A. ASHLEY 


Dept. of Political Economy 
University of Toronto. 


Editorial Criticism Protested 


Sir:—Apparently you deem it neces- 
sary, in your issue of May, 1948, to make 
reference to this Corporation, and to say 
that by calling the meeting of Dominion 
Steel and Coal Corporation at 10:30 
a.m., and Dominion Coal Company at 11 
a.m., on the same day, we accentuate our 
attitude in this field (Public Relations). 
Perhaps you have discussed this matter 
with responsible officials of the Company 
and are therefore qualified to state what 
our attitude is? 


The calling of the Dominion Coal 
Company meeting half-an-hour after the 
Dominion Steel and Coal Corporation 
meeting has never been allowed to bar 
full discussion of any matter brought up 
by a shareholder of either Company, a 
fact easily verified by simple reference to 
any shareholder attending, or from the 
shareholders’ auditors who are always 
present. 


Our annual statements and directors’ 
report are printed and distributed to all 
shareholders with the notices calling the 
meetings before any public advertise- 
ment, and any shareholder has ample 
time to study and make such comments 
on these reports as he may desire. In 
addition, the remarks of the President at 
the meetings of both Companies have 
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been printed and distributed to the share- 
holders. 


Such uninformed, irresponsible and 
even malicious comment as that referred 
to will not enhance your reputation or 
that of your publication. 


It is expected that this letter will be 


Marking the completion of its first 
year of existence, the Canadian Tax 
Foundation held its second annual gen- 
eral meeting on February 10th, 1948. 


Chairman's Report 


Retiring Chairman, J. Grant Glassco, 
O.B.E., F.C.A., in his address, pointed 
out that most of the year’s activities 
flowed from the introduction of Bill 454 
in the House of Commons at the 1947 
session of Parliament. The Foundation 
published a brochure reviewing the Bill’s 
principal features and distributed some 
6,000 copies to Members of Parliament, 
newspaper editors, trade associations and 
other interested persons throughout the 
country. The reception accorded the 
brochure was most encouraging, and, 
said Mr. Glassco, it was believed that it 
had advanced the Government’s object- 
ive that the Bill should be widely con- 
sidered before it is debated in Parliament. 


The Foundation also was the sponsor 
of a Conference on the Bill held at Ot- 
tawa for consideration of the proposed 
measure. Well over 100 persons, includ- 
ing a large number of lawyers and ac- 
countants, at no little sacrifice to them- 
selves, attended this Conference from all 


Tax Foundation Anniversary 


given the same prominence in your Jour- 
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nal as that afforded the article to which 
it has reference. 
Montreal Yours, etc., 
ARTHUR Cross, C.A., 
Chairman of the Board, 
Dominion Steel & Coal Corp. 








parts of the Dominion and devoted two 
days’ intensive work to the matters put 
before them. Officers of interested 
Government Departments had participat- 
ed in the discussions and contributed 
greatly to an understanding of the ad- 
ministrative point of view. 


Mr. Glassco also stated that the Gov- 
ernment had availed itself on two oc- 
casions of the Foundation’s offer to or- 
ganize representative groups of expert 
tax practitioners to consider any ques- 
tion of difficulty on which the drafting 
committee might wish an outside opin- 
ion. 


Membership Campaign To Be 
Launched 


Concluding his remarks, the retiring 
Chairman said: 


“In order to strengthen the part that 
the Foundation can play . . . I hope 
that many members of the Canadian Bar 
Association and the Dominion Associa- 
tion of Chartered Accountants, by whom 
the Foundation is sponsored, will give 
the Foundation their personal support. 
As the Foundation enters its second year 
a membership campaign will be inaugur- 
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ated in both professions. In 1947, 20 
personal subscribers were added to our 
original members. There is every good 
reason why we should have at least 400 
individual members by the end of the 
present year. It is also hoped that in- 
stitutions and corporations will continue 
to provide the sustaining financial sup- 
port which is essential to the development 
of the Foundation’s work.” 


Director's Report 

In his report, Mr. Monteath Douglas, 
Director of the Foundation, stated the 
objects of the Foundation as follows: 

“The first object is research in the 
field of taxation, which involves the study 
of any piece of tax legislation anywhere 
in Canada. 

“Next, we shall make whatever con- 
tribution we can to public understand- 
ing of tax matters, both by publishing 
the results of our own research and by 


publishing such other material as may be 
useful. 


“We shall also try to provide oppor- 
tunities for public discussion of our tax 
problems, bringing together different 
points of view and trying to resolve 
difficulties and misunderstandings in this 
field. 

“Finally, we shall be concerned with 
education along two lines: first, the en- 
couragement of our universities to pro- 
vide more ample facilities for the study 
of public finance and graduate studies 
in taxation; and secondly, the provision 
of special facilities for the education of 
persons wishing to enter tax administra- 
tion as a career.” 

Mr. Douglas pointed out that the new 
Income Tax Act, when it comes into 
force, will offer the Foundation unusual 
opportunities of useful public service. 
Certain questions undoubtedly require 
further study, e.g., the relation of cor- 
porate income tax to individual income 
tax, and also the extension of regulation 
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by Orders in Council in place of the dis- 
cretionary power. Present collection 
methods constitute a subject with which 
the Foundation is well fitted to gather 
evidence with a view to developing im- 
provements. 


Work Contemplated 


The Foundation has in contemplation 
a study of the subject of succession duties, 
and in Mr. Douglas’ opinion, the field 
of provincial corporation tax should also 
have the early attention of the Founda- 
tion. 


To facilitate the Foundation’s research 
the Director recommended that an ad- 
visory committee representative of both 
the legal and accountancy professions, but 
not necessarily confined to them, be es- 
tablished. This committee would be 
available for consultation and advice 
on such questions as the breakdown of 
major fields of study, the relationship 
between the various parts, the most ad- 
vantageous line of approach and the pos- 
sible results to be obtained, and also 
the order and method of treatment of 
various projects proposed to the Founda- 
tion. 


Two subjects on which additional in- 
formation should be available in publish- 
ed form deserve priority, Mr. Douglas 
stated. The first is an analysis of the 
structure of indirect taxes now in effect, 
the second is the incidence of the whole 
tax system. The latter is a subject of 
such magnitude as to require the co- 
operative aid of outside workers, in 
which Canadian universities and perhaps 
certain departments of government as 
well should take part. In this connec- 
tion, Mr. Douglas reported that the 
Foundation has joined with the Canadian 
Institute of International Affairs in 
sponsoring a study of the administration 
of tariff laws as a means of raising or 
lowering tariff barriers, and the report 
will be published jointly. 

















In the light of the first year's ac- 
tivities of the Foundation, Mr. Douglas 
said, the work to be done falls roughly 
into three parts, statistical work, public 
information and reference materials, and 
the obtaining of information in the field. 


Board of Governors 

The new officers and Governors of the 
Foundation, elected at the second annual 
general meeting are: 

Chairman—G. R. Munnoch, K.C. 

Vice-Chairman—H. P. Herrington, 

F.C.A. 

Secretary-Treasurer—H. F. White. 

Director—Monteath Douglas. 

Board of Governors: A. Irvine Bar- 
row, C.A. (Halifax); A. E. Beauvais, 
C.A., (Quebec); Hon. G. P. Campbell, 
K.C., (Toronto); K. LeM. Carter, 








Double Depreciation Results 


Double Depreciation 
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F.C.A. (Toronto); J. R. Church, C.A., 
(Vancouver); K. W. Dalglish, C.A., 
(Montreal); L. <A. Forsyth, K.C. 
(Montreal); F. E. H. Gates, C.A., 
(Montreal); W. J. B. Gentleman C.A. 
(Saint John); J. G. Glassco, O.B.E., 
F.C.A., (Toronto); H. P. Herington, 
F.C.A. (Toronto); W. G. H. Jephcott, 
F.C.A. (Toronto); W. A. G. Kelley, 
(Toronto); L. J. Ladner, K.C. (Van- 
couver); Hon. Fred A. Large, (Char- 
lottetown); J. A. MacAulay, K.C. 
(Winnipeg); H. C. F. Mockridge, 
(Toronto); K. J. Morrison, F.C.A., 
(Calgary); G. R. Munnoch, K.C. (Tor- 
onto); J. McG. Stewart, K.C., (Hali- 
fax); H. H. Stikeman, (Montreal); J. 
S. Swinden, C.A., (Winnipeg); Andre 
Taschereau, K.C., (Quebec); M. G. 
Teed, (Saint John). 






in the Post-War Period 


Vast Industrial Expansion 


The Department of Reconstruction and 
Supply has recently issued a report* on 
the extent to which special or “double” 
depreciation has been availed of by 
Canadian industry since its introduction 
on November 10, 1944. The figures 
are enlightening, it appearing that a 
total investment of $1.4 billion eligible 
for special depreciation was approved by 
the Department by March 31, 1947. 


Distribution of Investment 
It will come as no surprise that On- 
tario and Quebec enjoy almost 80% of 
the total investment, Ontario’s share 
being $605 million and Quebec’s $509 





* Encouragement To Industrial Expansion in Canada. 


million, followed by British Columbia 
with $165 million, the Maritimes with 
$65 million and the Prairies with $48 
million. On a per capita basis, however, 
British Columbia takes precedence, but 
otherwise the picture is not changed. 
The wood, pulp and paper industries 
lead with a total investment of $369 
million, followed in order by the vege- 
table and animal food group with $195 
million, the iron and steel industries with 
$170 million, textiles with $122 million, 
the non-metallic group $122 million, the 
chemical industry $117 million, and ship- 
ping $101 million. 
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A total of 8054 projects have been 
approved for the special allowances, and 
of these more than three-quarters in- 
volve investments of less than $100,000 
per establishment, while some 273 pro- 
jects call for expenditures exceeding $1 
million per establishment. 


‘Prognostication is Startling 

Greater significance attaches to the ex- 
pected results of this programme on the 
Canadian economy, and here the prog- 
nostication is startling. Companies whose 
projects have been approved expect to 
produce in the post-war period 250% in 
terms of value and 175% in terms of 
physical volume of their pre-war output; 
they expect to export 350% of their pre- 
war output by value and 250% by vol- 
ume; they anticipate close to a 100% 
increase in employment. Moreover some 
200 products not formerly available in 
Canada will be produced, ranging from 
scientific instruments to special types of 
pulp-mill machinery, from cordless elec- 
tric irons to diesel engines, from pre- 
cision tools to road-building equipment, 
from plywood furniture to prefabricated 
houses. No less important than these 
material gains are the improved efficiency 
and improved working conditions that 
the conversion and modernization pro- 
gramme has brought about. 

Summing up the conversion to peace- 
time economy, of which the special de- 
preciation programme was but a part, 
the report states: 

“The process of adjustment of the 
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labour force is materially accomplished 
and the physical adaptation of the in- 
dustrial structure from war to peace 
is practically complete. Current em- 
ployment of 5 million and a gross 
national product of some $12.7 billion 
represent a new peacetime level of 
economic activity while current unem- 
ployment at 2% of the labour force 
has reached the lowest point in Can- 
ada’s recorded history. -But this is not 
all. Presently Canadian business is 
carrying out the largest investment 
programme ever undertaken in this 
country.” 


Note of Caution 
A note of caution is introduced, how- 
ever, when the report states: 
“It bears emphasis that the expecta- 
tions of businessmen may not be real- 
ized in full. Changes in price-cost 
structure, a weakening of demand at 
home and abroad, increased domestic 
and foreign competition, increased 
foreign exchange difficulties, changes 
in the national and international poli- 
tical atmosphere on which large-scale 
trading greatly depends, are all factors 
that may either defeat or curtail plans 
of business to produce the capital and 
consumer goods needed if the economy 
is to continue to expand.” 
A warning note that bears emphasis in 
a world that is gradually acquiring an 
atmosphere of hostility and distrust not 
unlike that of the middle and late thir- 
ties. 


CANADA'S STANDARD OF LIVING 


“After making allowances for price increases during the intervening years 
and for population growth, it is safe to say that the average Canadian today 
enjoys a standard of living at least half as high again as he did before the war, 
and a good deal higher than at any time in the past.”—Hon. D. (. Abbott, 
Minister of Finance, in a speech delivered to the Empire Club, Toronto. 











ALBERTA 


Calgary Chartered Accountants 
Club 


The annual Bowling Banquet was held 
Wednesday, April 28, in the Renfrew 
Club. Sixty-eight Chartered Accountants 
and members of their staffs attended. 
The bowling league was won by Hender- 
son, Teare & Waines “A” team and 
prizes were awarded to the following 
members of this team: W. R. McKinnon, 
J. H. Greig, J. Rae, G. C. Ennis and 
W. R. Mitchell. A cup and prize was 
awarded to Mr. W. R. Mitchell for the 
men’s high average and a cup and prize 
to Mrs. Olive Morrow of Henderson, 
Teare & Waines for the ladies’ high 
average. Prize for the high single was 
won by Mr. J. G. Simonton, C.A., of 
Mackintosh and Simonton, that for the 
high three by Mr. R. Buchanan of Price, 
Waterhouse and Company and the prize 
for the average was won by Mr. Murray 
Nichols of Richardson & Graves. 


A presentation was also made to Mr. 
C. V. Milne, C.A., in appreciation of 
his services during the past three or 
four years in organizing and running 
the bowling league. In addition to other 
entertainment during the evening, the 
Chartered Accountants Student's Associa- 
tion provided a quintette, who rendered 
several musical numbers, among them 
one written by one of the quintette, Mr. 
Ross Alger. 

* * * 


William F. Reid & Co., Chartered 
Accountants, announce the appointment 
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of Mr.. Stewart W. Andrew, B. Com., 
C.A., as resident manager of their Banff 
Branch, Clinic Building, Banff, Alberta. 


BRITISH COLUMBIA 


Messrs. Gunderson, Stokes, Peers, 
Walton & Co., Chartered Accountants, 
Vancouver, B.C., have pleasure in an- 
nouncing the admission to partnership of 
Mr. William G. Briggs, C.A. Mr. Briggs 
has been associated with the firm since 
severing his connection with the Domin- 
ion Income Tax Department at Van- 
couver in November, 1946. 


* * * 


Mr. Walter Wardlaugh, C.A., chief of 
the internal audit department of the City 
of Vancouver, announced his retirement 
on April 30. Acting Mayor George C. 
Miller and Frank Jones, city comptroller, 
paid tribute to Mr. Wardlaugh and his 
work in the City’s interests. 


MANITOBA 


Mr. Stanley Swinden, C.A., of Peat, 
Marwick, Mitchell & Co., Winnipeg, has 
been appointed to assist the City of Win- 
nipeg in its opposition to the application 
of the Winnipeg Electric Co. for an in- 
crease in street railway fares. Mr. Swin- 
den will act with G. S. Thorvaldson, 
K.C., special counsel appointed by the 
city to fight the application. 

* * * 

Messrs. Winspear, Hamilton, Ander- 

son & Company, Chartered Accountants, 


announce the opening of an office at 1111 
Childs Building, Winnipeg, Manitoba, 
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with Mr. Edwin R. Roach, C.A., as resi- 
dent partner. 


NOVA SCOTIA 
Regulatory Bill Fails 


The Public Accountancy Bill, a meas- 
ure sponsored by the Institute for the 
regulation of the profession of account- 
ancy in the Province, has met the same 
fate as its predecessor which was intro- 
duced in the Assembly a year ago. It 
was given a three months’ hoist. Like- 
wise the Act to Incorporate the General 
Accountants Association of New Scotia 
failed of success. The Attorney-General, 
L. D. Currie, K.C., stated that if the ac- 
countancy factions in the Province would 
get together and unite on legislation he 
would support the proposal, but he re- 
fused “to be a mix-master for two or 
three groups who put a lot of ingredients 
in a bowl and get a fluffy cake.” 


a * * 


Morrell and Company, Chartered Ac- 
countants, Amherst, N.S., are pleased to 
announce that Mrs. Erma P. MacPherson, 
C.A., has been admitted as a partner of 
the firm. 


ONTARIO 


Chartered Accountants Students’ 
Association of Ontario 

On Thursday, May 13th, the annual 
General Meeting of The Chartered Ac- 
countants Students’ Association of On- 
tario was held in the Theatre of the Royal 
Ontario Museum, Toronto, The guest 
speaker was Wm. F. Lougheed, Econom- 
ist of the Canadian Bank of Commerce. 


The elections for the council of the 
Students’ Association for the coming year 
resulted in the following officers being 
elected: 


John W. Bennett, President; R. J. 
Kane, C.A., Vice-President; D. M. Mc- 
Clelland, Secretary; D. G. Scott, Treas- 


urer; W. E. Essery, R. A. Johnston, D. 
A. MacFarlance, A. A. McMichael, W. 
D. Roberts and W. R. Scott, C.A. 


Mr. K. LeM. Carter, President of the 
Ontario Institute, assured all present that 
the Students’ Association could count on 
the continued assistance of the senior 
body and he expressed the hope that the 
students’ council would receive the whole- 
hearted support and co-operation of all 
students and practising firms alike. 

The remainder of the evening was de- 
voted to what was termed a ‘beef session’. 
The students enthusiastically contributed 
to this interesting portion of the meeting, 
directing questions to the following 
chosen panel of experts—K. LeM. Carter, 
F.C.A.; J. A. Wilson, F.C.A., Chairman, 
Examination and Instruction Committee; 
E. D. Scott, Registrar; G. M. Morrison, 
C.A.; R. G. Aston, C.A.; V. W. Shoul- 
dice, Supervisor of Counselling and 
Training, Department of Veterans’ Af- 
fairs; W. W. Evans and J. W. Bennett. 
All questions were satisfactorily answered 
and enquiring students were assured that 
further attention would be given their 
‘beefs’. 

The evening ended on a note of 
optimism. The increased enthusiasm of 
the students since the previous annual 
general meeting was an encouraging note 
for the future. 


QUEBEC 


William V. Victor & Co., Chartered 
Accountants, Montreal, take pleasure in 
announcing that Mr. Louis P. Gold, C.A., 
has been admitted to partnership in the 
firm. 


* * “ 


Mr. H. J. Webb, C.A., has retired as 
vice-president and secretary-treasurer of 
the Bathurst Power & Paper Co. A di- 
rector and officer of the Company since 
its formation in 1928 Mr. Webb will 
continue to be a member of the Board 
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of Directors. Mr. Webb came to Canada 
from England in 1907, and was formerly 
comptroller of Canadian International 
Paper Co. He attained the rank of 
Lieutenant-Colonel in the first world war, 
in which he served overseas. 


SASKATCHEWAN 
Members of the Institute took part in 
the formation of the Society of Industrial 


The Late John Herbert Jackson 


The Institute of Chartered Accountants 
of British Columbia announces with deep 
regret the passing of John Herbert Jack- 
son in his seventy-ninth year. 

The late Mr. Jackson was born at 
Liverpool, England, where he received 
his education. He was a graduate of the 
University of Liverpool. He came to 
Vancouver in the year 1894, later moving 
to Revelstoke, British Columbia, where 
in addition to his employment, he served 
as a Justice of the Peace. Having been 
admitted to the Institute of Chartered 
Accountants of British Columbia in 1908, 
he subsequently returned to Vancouver. 
In 1915 he took a commission in the 
72nd Seaforth Highlanders and later 
transferring to the 231st Battalion C.E.F., 
proceeded overseas in 1916 as Quarter- 
master of that unit. 


After the war he was on the staff of 
firms of Chartered Accountants in Van- 
couver until he went into private practice. 
He carried on the practice of his pro- 
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and Cost Accountants of Saskatchewan at 
a meeting in Regina on April 30th. Ian 
Forbes, C.A., and R. L. Bamford, C.A., 
were elected to the Council. The new 
Society will offer courses of studies in 
accountancy to student members, to be 
conducted through the University of 
Saskatchewan. It is planned to organize 
local chapters throughout the Province. 









fession until a year prior to his death in 
April 1948. At the time of his death 
he was in length of membership the 
second oldest member of this Institute. 


To his family, the members of the In- 
stitute extend their sincere sympathy. 


The Late F. M. Leahey 


The New Brunswick Institute of 
Chartered Accountants announces with 
deep regret the passing of F. M. Leahey 
at his home in Amherst, Nova Scotia 
after a brief illness. 


The late Mr. Leahey was born in the 
Ottawa valley and was a graduate of 
Ottawa University. He had been a resi- 
dent of the Maritimes since 1908 and 
became a member of the Institute in 
1924. Well known as a government 
excise tax auditor in the Maritimes, he 
retired last January. 


To his widow and family the Institute 
extend their sincere sympathy. 













Tax Department 
Edited by M. I. Pierce, B.A., LL.B. 


DEPARTMENTAL DIRECTIVES 


DIRECTIVE NO. 185 
From the Deputy Minister (Taxation) 
April 26, 1948 
Taxes deductible under section 5(1)(w) of the Income War Tax Act 


It has been indicated that some cor- 
porations are misinterpreting the regu- 
lations made with regard to section 
5(1)(w) of the Income War Tax Act, 
and are, in computing taxable income 
under the Income War Tax Act, incor- 
rectly deducting corporation income taxes 
that do not come within the scope of 
the regulations mentioned above. These 
regulations are set out in Directive 168, 
issued under date of 16th March, 1948. 

The deduction permitted by such 
regulations relates only to an amount 
to be allowed in respect of taxes imposed 
by a province or a municipality “by way 
of tax on income derived from mining 
operations or income derived from log- 
ging operations”. 


No deduction will be allowed which 
is calculated with reference to provincial 
or municipal taxes imposed generally on 
corporation income. The only taxes that 
can be brought into calculation for the 
purposes of section 5(1)(w) are taxes 
imposed specifically on the particular 
types of income mentioned above. 

In particular, the relief afforded by 
section 5(1)(w) of the Income War 
Tax Act does not extend to the taxes im- 
posed by the Provincial Corporation In- 
come Tax Acts administered by this 
Division, to the Corporations Tax Act, 
1939, of the Province of Ontario, nor 
to the Corporation Tax Act of the Prov- 
ince of Quebec. 


LEGAL DECISIONS 


FLINN v. MINISTER OF NATIONAL REVENUE 
(Exchequer Court of Canada, Angers ]., April 27, 1948) 


Dividend Note—Payment of dividend postponed for twenty years 
— Not assessable in year of issue. 


The United Service Corp. was in ar- 
rears in respect of payment of dividends 
on its cumulative preference shares for 


certain years prior to 1936. By 1944 
it had earned sufficient profits to 
pay such arrears but, being unwilling 


376 














to deplete its working capital at that 
time, entered into an arrangement with 
its preference shareholders, in accordance 
with a clause in the company’s articles 
of association, whereby a dividend of the 
said arrears was declared subject to the 
terms of a note to be issued to each of 
the preferred shareholders which declar- 
ed that payment of the said dividend was 
postponed until December 15, 1964, the 
notes to bear interest on the principal 
amount thereof at 4% per annum, pay- 
able semi-annually, unless sooner called 
for redemption in whole or in part at 
102% of the principal amount thereof. 
Flinn, one of the preferred shareholders, 
was assessed to income tax for 1944 
in respect of the principal amount of the 
dividend note issued to him pursuant 
to the above proceeding. He appealed. 
HELD: 

He was not assessable to income tax 
for 1944 in respect of the amount of 
such dividend note. 

The question for determination is 
whether the dividend note constitutes 
“income” within the definition of section 
3 of the Income War Tax Act, which 
defines “income” as including “interest, 
dividends or profits directly or indirectly 
received . . . from stocks or from any 
other investment.” The time of payment 
of a dividend determines the year in 
which it is assessable to tax. Indeed 
section 12(1) of the Act so enacts. The 
authors and the jurisprudence support the 
same doctrine. See Plaxton and Varcoe 
“Dominion Income Tax Law” (2nd ed.), 
p- 168. In St. Lucia Usines and Estates 
Co. v. Colonial Treasurer of St. Lucia 
[1924] A.C. 508 their Lordships held 
that interest due but not paid on the 
purchase of property was not “income 
arising and accruing” to the vendors in 
the year it was due, and Lord Wrenbury 
pointed out the distinction between “in- 
come arising or accruing” and “debts 
arising or accruing”. 


Tax Department 
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In Cross v. London and Provincial 
Trust Lid. [1938] 1 K.B. 792 the Court 
of Appeal of England held that where 
a debtor in default on interest due gave 
the creditor a funding bond, which was 
nothing but a promise to pay at a future 
date the interest in respect of which de- 
fault had been made, no income accrued 
to the creditor. 


In Associated Insulation Produce Lid. 
v. Golder [1944] 1 All ER. 533 
(Macnaghten J.); [1944] 2 All ER. 
(Court of Appeal), where a company de- 
clared a dividend in 1936 and by an 
additional resolution provided that the 
distribution of the dividend should be in 
the form of a certificate of indebtedness 
to the shareholders payable on January 1, 
1940 with interest on the principal 
amount until payment, it was held that 
the dividend was assessable to income 
tax mot in the year in which it was 
declared (as was contended by the tax- 
payer) but in the year in which it was 
actually paid. 

Mr. Justice Angers said that it would 
be difficult to find two cases showing 
so many points of similitude as that be- 
fore him and the Golder case, and he 
felt that the latter decision should be 
followed. 


Reference was also made to Income 
Tax Case No. 71, 3 S.A.T.C. 60, where 
it was held that the amount of a cheque 
was not assessable to income tax in 
the year the cheque was received where 
the cheque could not be deposited with 
the bank for collection before the end of 
the taxation year in respect of which it 
was assessed. 

Reference was also made to In re 
White Star Line Ltd. [1938] All E.R. 
607. 

In regard to the submission of the 
Crown that the effect of the arrangement 
between the company and the preferred 
shareholders was a loan by the share- 
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holders to the company of the amount 
of their dividend at 4% per annum, 
Angers J. said that this would undoubt- 
edly be an ingenious scheme for evad- 
ing tax, but that such a scheme had not 
been established and he ought not to as- 
sume that such was the intention, with- 
out evidence. It was the duty of the 
Crown to establish that the appellant was 
liable to taxation; this the Crown had 
failed to do. 

Appeal allowed. 
NOTE: 

At the 1947 session of Parliament, the 
following provision was enacted as sub- 
section (11) of section 3 with effect 
from January 1, 1947: 

“3(11). Security in lieu of In- 
terest or Dividend.—Where a 
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person has, on or after January 
1, 1947, received a security or 
other right wholly or partially 
as or in lieu of payment of or 
otherwise in satisfaction of an 
interest, declared dividend or 
other debt the amount of which 
would be included in computing 
his income if paid, the value of 
the security or other right or 
the applicable portion thereof 
shall, notwithstanding the form 
or legal effect of the transac- 
tion, be included in computing 
his income for the taxation year 
in which it was received and a 
payment in redemption of the 
security or in satisfaction of the 
right shall not be deemed to be 
income of the recipient in the 
year of payment.”—ED. 


COMMENT 


Tax Exemption of Pre-1917 Surpluses—A Repealed Statute 
Revived. 


Statements are made in Courts from 
time to time that it is the spirit of a 
statute to which effect must be given 
or that a certain construction of a 
stetute has been sanctified by long 
usage. One may be forgiven, therefore, 
for supposing that Statutes are possessed 
of souls. At all events, it appears that 
they sometimes do have a life after death, 
or, in other language, that they can con- 
tite to operate or recover their efficacy 
years after they have been repealed. These 
olservations are summoned forth by a 
provision in a recent amendment to the 
Income War Tax Act, the effect of 
which is to revive an earlier enactment 
wihich was repealed some quarter of a 
century previously. 

Because it may be of value to empha- 
sire this peculiar, if rare, quality of 
Statutes, and also because the reviver of 
this old enactment may have a special in- 
terest for some readers, further examina- 


tion of the situation referred to is per- 
haps justified. 


Tax Benefit Granted Private 
Companies 

As everyone knows, Part XVIII (sec- 
tions 94 to 97) of the Income War Tax 
Act, enacted on December 18th, 1945, 
enabled private companies, which elected 
to do so prior to January 1, 1948, to 
pay a special rate of tax on their undis- 
tributed income on hand at the end either 
* of their 1939 fiscal year or a later fiscal 
year, whichever amount was the less, and 
thereafter dividends equal to the amount 
of such undistributed income (less the 
special tax) could be distributed free of 
tax to the shareholders. The object of 


these provisions was, of course, to permit 
the owners of a closely-owned corpora- 
tion to receive the profits of the company 
which had been accumulated since the in- 
ception of income taxation by the Dom- 
inion at rates of tax approximating those 
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which would have been payable by the 
shareholders had distribution of the com- 
pany’s profits been made in the years in 
which they were earned instead of at the 
much higher rates which came with the 
war. 


The Statute (section 94) sets forth 
the manner in which the amount of the 
undistributed income on hand is to be 
computed, and the procedure is free of 
difficulty except in one particular, and 
it is this particular which gives rise to 
these paragraphs. For section 94 pro- 
vides that in calculating the amount of 
a company’s undistributed income on 
hand, the company must first aggregate 
its income, taxable and non-taxable “for 
each of its fiscal years beginning with 
the period that ended in 1917,” and then 
deduct certain items of loss and expendi- 
ture, amongst them this: 

“the dividends paid by the company 

during the said period except div- 

idends that were paid exclusively out 

of a surplus or accumulated profits on 
hand prior to January 1st, 1917 and 
that were not taxable as income of the 

shareholder.” (Sec. 94(1) (c)(v)) 
The difficulty to which reference has been 
made arises from the words in italics. 
For what dividends paid exclusively out 
of a surplus or accumulated profits on 
hand prior to January 1, 1917 were not 
taxable as income of the shareholders 
after the Income War Tax Act first came 
into operation on January 1, 1917? 


Original Definition of "Income" 


To find an answer to this question, 
it is necessary to go back more than 
thirty years. When the Income War Tax 
Act was first enacted by Parliament in 
September 1917, it contained a definition 
of “income” which included dividends 
directly or indirectly received, and the 
charging section rendered such income 
chargeable to tax. There was at that time 
no other provision in the statute specific- 
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ally charging dividends, and it is clear, 
therefore, that at that time dividends re- 
ceived by a shareholder after the coming 
into force of the Statute were taxable in 
his hands, without regard to the year in 
which they were earned, whether 1916 
or 1867. Such is the law today, also, 
for the definition and charging section 
are in virtually the same terms now as 
they were in 1917, and the only addi- 
tional provision respecting the charge- 
ability of dividends to shareholders is 
that now contained in section 12, viz.: 
“Dividends or shareholders’ bonuses 
shall be taxable income of the share- 
holder in the year in which they are 
paid or distributed.” 


1921 Amendment 
This provision and its immediate pre- 
cursor have been in the Statute since 
January 1st, 1921, on which date the 
following provision came into force: 


“Dividends declared or shareholders’ 

bonuses voted after the 31st day of 

December, 1919, shall be taxable in- 

come of the taxpayer in the year in 

which they are paid or distributed” 

[Enacted as section 3(5) of the In 

come War Taz Act, by Chapter 49 of 

the Statutes of 1920, sec. 3] 

It will be seen that, so far as the 
chargeability of dividends to tax is con- 
cerned, the only change made by these 
amendments was to make payment or 
distribution the condition precedent in 
substitution for receipt. If there were 
nothing more, dividends paid out of the 
profits of years anterior to 1917 would 
still be taxable income of the sharehold- 
ers, the effect of the last-mentioned 
amendment merely being that dividends 
declared after December 31st, 1919 and 
paid on or after January Ist, 1921 be- 
came taxable to the shareholders in the 
year in which they were paid or dis- 
tributed; whilst dividends declared be- 
fore December 31st, 1919 or paid before 
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January 1, 1921, continued to be charge- 
able only when received. 

Having cleared the way by this pre- 
liminary explanation, consideration can 
now be given to the enactment which 
forms the crux of this discussion. 


1919 Amendment 


On July 7th, 1919, the following sub- 
section was enacted by Parliament as 
an addition to the definition section of 
the Income War Tax Act, 1917: 


“3(5). “Dividends or shareholders’ 
bonuses paid or credited to its share- 
holders by a corporation on or after 
January 1, 1917, shall be taxable as 
income of the shareholder in the year 
in which the same are received or 
credited unless paid exclusively out 
of a surplus or accumulated profits on 
hand prior to January 1, 1917. No 
dividend or shareholder's bonus shall 
be deemed to be paid or credited out 
of surplus or accumulated profits on 
hand prior to January 1, 1917, if the 
earnings of the corporation since the 
beginning of the accounting period 
which ended in the year 1917 are 

sufficient to provide for the said div- 

idend and other taxable dividends paid 

or credited since the said date.” 
This new provision, it was declared, 
should be deemed to have come into 
operation as of January 1, 1917. 

It is the words in italics to which 
attention is directed, the previous portion 
of the subsection being merely declar- 
atory of what the definition and charg- 
ing section had always provided. This 
is the enactment which, after being re- 
pealed as of January Ist, 1921, was in 
effect brought back to life by the enact- 
ment in 1945 of Part XVIII of the 
Income War Tax Act. For it is this 
1919 amendment which grants the ex- 
emption in respect of “dividends paid 
exclusively out of a surplus or accumu- 
lated profits on hand prior to January 


1st, 1917” to which reference is made in 
section 94(1)(c)(v), quoted some para- 
graphs above. 


Parliament's Intention 


At this distance in time, Parliament 
seems to have performed a feat in grant- 
ing a valuable exemption at one session 
of Parliament and in withdrawing it at 
the next. To so conclude would, how- 
ever, be to do the legislators an injustice. 
What seems to have been their purpose 
was to provide a remedy for what must 
at that time have been vociferously rep- 
resented by a numerous body of share- 
holders as a grievance. For as the law 
stood shareholders were compelled to 
pay a tax in 1918, 1919 or 1920 on 
dividends proceeding from profits earned 
perhaps many years earlier, and without 
being afforded any reasonable opportunity 
before the Act took effect of avoiding 
this blow by paying out pre-1917 earn- 
ings or surpluses. It was very likely the 
resulting outcry which induced Parlia- 
ment to grant a limited period within 
which pre-1917 earnings might be dis- 
tributed tax-free to the shareholders, and, 
if this is so, the above legislative his- 
tory is understandable. 


What dividends, then, paid exclusively 
out of a surplus or accumulated profits 
on hand prior to January 1, 1917, were 
not taxable as income of the shareholder? 
The answer is contained in the language 
of the above-quoted amendment of 1919. 
To paraphrase it, dividends received by 
or credited to a shareholder prior to 
January 1st, 1921 were not taxable as in- 
come in his hands (1) if the company 
had on hand prior to January 1, 1917 
an equal or greater surplus or accumu- 
lated earnings, and (2) to the extent that 
the company’s earnings since January 1, 
1917 were not sufficient to pay the said 
dividends and all other taxable dividends 
paid or credited since that date. 
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Special Depreciation Sale—Sale of Immoveable Assets— 
Reservation of Right to Remove or Demolish Assets— 


A judgment of some interest has re- 
cently been handed down by Mr. Justice 
Collins of the Quebec Superior Court: 
Fry-Cadbury Ltd. v. Bloctube Controls 
of Canada Ltd. [1948] C.T.C. 73. It 
appears that the Bloctube Co. owned 
certain land and buildings in Montreal 
and had been granted a_ substantial 
amount of special depreciation in respect 
of certain improvements and buildings 
during the years 1941 to 1943. In 1947 
it sold the land and buildings to the 
Fry-Cadbury Co. for $125,000. The 
deed of sale, however, contained a clause 
reserving to the vendor the right to re- 
move the improvements and to remove 
or demolish the buildings in respect of 
which special depreciation had been al- 
lowed if such action were necessary in 
order to retain the benefit of the special 
depreciation, that is, to avoid the effect 
of section 6(1)(n) of the Income War 
Tax Act. 


Disallowance of Special Depreciation 
on Sale of Assets 

This particular enactment declares that 
in the case of the sale of immoveable 
assets and plant or equipment in respect 
of which special depreciation has been 
allowed the assessments of the vendor 
for the years in which the special de- 
preciation was allowed may be revised 
by in effect disallowing the excess of the 
special depreciation over the normal de- 
preciation. In this case the additional 
tax liability to the vendor would be, 
it was estimated, about $50,000. 

Subsequent to the sale, the Bloctube 
Co. entered upon the property and com- 
menced demolishing certain of the build- 
ings. The Fry-Cadbury Co. thereupon 
applied for an injunction and damages, 
contending that the demolition was not 
necessary for the purpose of removing 
the improvements in respect of which 


Tax Evasion—Public Morals and Good Conduct. 





special depreciation was granted. 

Collins J. granted an interlocutory in- 
junction pending hearing of the action, 
and going somewhat further than the 
demand of the applicant held that the 
reservation of the right of removal and 
demolition to the vendor was wholly 
without effect on two grounds. 


His first, and, it may be thought, his 
main ground, was that the deed of sale 
effected a transfer of the ownership of 
buildings and improvements in question 
to the purchaser, and that in consequence 
the vendor's liability to re-assessment 
under section 6(1)(n) of the Income 
War Tax Act became fixed at that time 
on the selling price of $125,000. Con- 
sequently as removal or demolition of the 
improvements and buildings could not 
affect this liability or the price, the condi- 
tion upon which the reservation in the 
deed could be invoked, viz., if it were 
necessary to invoke it to escape the re- 
vised assessment, could not arise. 


Second Ground 

His second ground, not really neces- 
sary to the judgment in view of the 
reason already given, was that the reser- 
vation violated the general principle of 
the law of Quebec which renders void 
private agreements in contravention of the 
laws of public order and good morals. 
In Mr. Justice Collins’ view the reserva- 
tion, being designed to evade the pay- 
ment of income tax, was in violation 
of this doctrine. He called into opera- 
tion Art. 50 of the Code of Civil Pro- 
cedure of Quebec which provides that all 
persons are subject to the superintending 
and reforming power of the Judges of 
the Superior Court in accordance with 
law. 


This second ground is a doctrine pecul- 
iar to the Civil Law, in force in Quebec, 
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and appears to be much more far-reach- tended by the Courts but by the Legis- 
ing than any similar rule known to the lature. The courts of the common law 
common law, which is in force in the provinces would be apt to say that pub- 
other Provinces. The doctrine of public lic policy requires that statutes be con- 
policy in English law will render un-  strued according to their meaning and 
enforceable contracts in certain limited intent, and in so far as taxation is con- 
cases only, for example, where they are cerned the Courts have held time and 
in restraint of trade or of marriage, and again that if a subject is not clearly 
it has been said by the highest Courts within the grasp of the statute it is 
that the category of matters deemed to just as clearly outside of it. 

violate public policy should not be ex- 


LAWYERS LOOK UPON ACCOUNTANTS 


The attitude of the average lawyer to the work of the professional account- 
ant is usually one of gratitude that he has been spared a lifetime of that sort 
of activity. He has a temperamental aversion to the science of numbers, evi- 
denced by the repugnance with which the articled clerk faces his book-keeping 
and trust accounts examination, and the courage which he has to summon in 
order to face the test. Indeed the student may well echo Dryden’s line: “Courage 
from hearts and not from numbers grows.”—ASolicitor’s Journal, March 20, 1948. 


BAR REVIEW LAUDS GILMOUR'S HANDBOOK 


The Canadian Bar Review of April contains a laudatory review of Mr. 
Arthur W. Gilmour’s Handbook on Income Tax, published by the Dominion As- 
sociation of Chartered Accountants, and which has been received with great en 
thusiasm—and not only by our own profession. The reviewer, Stanley E. 
Edwards, of Osgoode Hall Law School, has this to say: 

“Lawyers will find the Income Tax Handbook valuable in acquainting 
them with the broad outlines of the legislation and departmental practice. 
In the solution of borderline problems, of course, recourse must be had to 
the statutory provisions and case law and to legal writings. 

“It is increasingly apparent, however, that tax advisers are of little use 
if they know only the statutes and precedents. It is at least equally important 
for them to be familiar with business organization and methods and the 
effects of the income tax law upon them. It is necessary that they understand 
the language and methods of accounting—the science which is involved most 
prominently in the computation of income. This is true not only of specialists 
but also of general practitioners, who will do well to observe the tax conse- 
quences of every transaction. The most useful approach to income tax law is 
functional, not theoretical. This is Mr. Gilmour’s approach. For this reason, 
his handbook will prove to be valuable as a ready reference to lawyers seeking 
guidance in the income tax field.” 


NOTE: The 1947 edition is out of print.—ED. 
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J. E. Smyth, C.A., Editor 






NOTES AND COMMENTS 


Fo the past few weeks we have been the fortunate possessor of one of the 

first published copies of Professor Smails’ new book Accounting Principles 
and Practice (Ryerson Press, 1948). This book is entirely 2 new work and is 
described in the Preface as a “successor volume” to the familiar Smails and Walker. 
While it retains the essential integrity of its predecessor, it brings the discussion 
of accounting practice and thought quite up to date. It is a text which will be 
welcomed by all students of our subject because it makes accounting easier to 
understand. 


We have also had the opportunity recently of looking through another new 
book, An Outline of Accounting Procedure by S. G. Hennessey (University of 
Toronto Press, 1948). It includes a collection of illustrative material which 
should prove a valuable supplement to any lecture course in accounting. 

















+ * 

Some friends were holding forth recently on future economic prospects and 
one of them said, if we heard him correctly, that there would appear to be no 
limit to the possibility of further business expansion judging by the figures for 
surplus appearing on recent balance sheets. Then as a voice crying in the 
wilderness we protested that it is not surplus but bank balances which will de- 
termine how much more expansion in the way of fixed assets is possible; that the 
“surplus” on balance sheets is not earmarked and may in fact already be represent- 
ed largely by fixed assets for all we know. 

Now it is not often one is presented with such a golden opportunity to make 
his point but we gathered our friends thought at the time there were really no 
lengths to which an accountant would not go to split hairs; and being stubborn 
enough to insist upon an intelligent reception of our argument sooner or later, 
we have, accordingly, repeated it here. 























* 





* * 


Correspondence 
(Your editor is always pleased to receive inquiries from students dealing with 
their difficulties. Although his discussion should not be regarded as official 
and final, he hopes it may still prove helpful. Letters which raise questions of 
general interest and the replies to them will be published. Any inquirer’s name 
may be disclosed or withheld as he indicates.) 
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Toronto, Ontario 
Dear Sir, 

On looking over some old lesson exercises I see where I have at 
times been taken to task for charging provision for income and excess 
profits taxes against earned surplus account instead of against profit and 
loss account. One instructor states, “This is an expense, that is to say, 
a cost of earning the revenue of the year under review.” 

It seems to me that a counter argument could be made here—to wit, 
the government is actually participating in or sharing the profits and 
hence the item should appear on earned surplus account. 

I should appreciate hearing from you on this point. 

Yours truly, 
PUZZLED 


Editor's Reply 
In our opinion you are correct in suggesting that one’s attitude towards income 
tax may determine the account to be charged. But we think the answer then is 
that the most common attitude towards any taxes (from the point of view of those 
who must pay them, and for whom the financial statements are prepared) is that, 
like other expenses, they are something of a necessary evil, a cost of earning 
revenue and (what amounts to more or less the same thing) remaining in business. 


The business man wants his income statement (or profit and loss account) 
to provide him with a figure which he may, apart from his own business policy, 
consider as withdrawable in his discretion; and to achieve this the statement 
must filter out the cost of every commitment which the earning of revenue en- 
tails. 

Further, most business men would be loathe to admit that the government was 
a participant in their enterprise, entitled to a “distribution” of profits in the same 
sense that dividends are declared for the benefit of shareholders. The fact that 
the tax is stated as a percentage of profits (before taxes) is more an expedient 
for its calculation than an indication of profit-sharing. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by practising members of the 
several provincial Institutes and represent the personal views and opinions of those 
members. They are designed not as models for submission to the examiner but rather 
as such discussion and explanation of the problem as will make its study of benefit 
to the student. Discussion of solutions presented is cordially invited. 


Problem | 
INTERMEDIATE EXAMINATION, DECEMBER 1947 
Accounting I, Question 4 (35 marks) 
The Tradewell Corporation of Canada operates a wholesale trading business 


int Toronto with a branch at Winnipeg. Merchandise is shipped to the branch 
and billed to it by head office at 20% above cost. The branch keeps. its own 
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books of account, collects its own accounts receivable, pays its own expenses and 
makes periodic remittances to head office. 

The following is the trial balance of the Winnipeg Branch general ledger 
as at 30th June 1947 showing transactions for the year ended on that date. 








Head Office control account ............cccsssesscssssessceeseeees $114,200 

Merchandise received from head office during year $156,000 

DEGECRBR BIND TRV OTEOE GE a aaicaiisssscscnnscccssscsssesnsoceesescosesecsece 14,000 
Lies sSaPanact acter ch Su Salven sty Weasblaalor var ichac ea noacbasca 249,000 






See eecececeesensesecsseeeseecenssersneneeresseeescsescesseesseeees 


SEE. SORTED | aonosc oscicnin eee enaiios 








TIE sibesin dep aches Siscsnssiccnosponiscsccsascncsmskguciaens 16,400 
Fixtures and equipment ............sccssssscscsserssecsscsseses _— 32,000 
Reserve for depreciation on fixtures and equipment 20,000 
Selling expenses ............... estins acon caetaeaiens 25,800 
General and eddiinistrative ‘expeeees dintelaiahaistebiaiags 33,100 







$399,600 $399,600 


The merchandise inventory at Winnipeg at 30th June 1947 was $10,800 at 










billed prices. 
Following is the trial balance of the head office books for the year ended 
30th June 1947. 
I Baer ii cscs esieasnciuanchinueris ipahinenoeminta $ 28,000 
SE SROUIIIIE 55 sinspicsnseiss tte snsesnnpseoaassasanscpssioess 86,000 
RINNE MINNIS asc anlicas Gay ck sec svsSivelsAyic wweaceat esitonbedeveaseasisesingehis $200,000 
SE SINNED sens, yokes oss Sheveg apacperenebopiniaceneseveaibade 23,600 
II PIII cisco eeste cays ns csc aeerdpndad increniecnevians’ 86,700 








WAPUEOE GR OQUTDITIOG on. wins suis. ccsssesccesssccessescenseascese 


eee e neem eee teens en ne eeee eee eee nesses see eee eee eee ese ES SESE Ess eeeeSeSTOOESeEee 


Reserve for depreciation on fixtures and equipment 
Reserve for depreciation on buildings ........................ 12,000 
BRGTORMEING UT OIIOD ois sis ena ssssinsseoceesnscnsinssssovesscsesee 

MN WII csicrccticekscsictestnsinissanestoseshoovnsctassossges sectciate 

General and administrative expenses ..................-...-.. 35,800 
ROPE cssernngsereres reiupivipcanipebeksasthoneienineg 8,700 
Shipments to Winnipeg ‘branch . sis tadamt cigensolapeipmnyasale 156,000 
WHERRIOE WERE COMGTON nncssicecscescscsssicsssescssesccsesssensonses 

















$953,600 $953,600 


The merchandise inventory at head office at 30th June 1947 was valued at 
$72,500. 

Depreciation is to be provided at the rate of 10% per annum on furniture and 
equipment and 21/,% per annum on buildings. 

All other adjustments have been made at the year end except those required 
to incorporate in the head office books the necessary branch figures. 
A remittance from the branch to head office was in transit at the year end. 
Note: Ignore Income and Excess Profits Taxes. 
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Required: 


(a) Journal entries without narratives to close branch accounts at 30th June 


1947. 


(b) Journal entries without narratives to close head office accounts at 30th 


June 1947. 


(c) Consolidated profit and loss statement and balance sheet made up to 


30th June 1947. 


Solution 
(a) BRANCH JOURNAL ENTRIES 

BE Glib mais idntigaiasaotetca tack sitictieineion 
Merchandise Inventory 30th June 1946 ............ 
Merchandise from Head Office .............::ceesseee 
Merchandise Inventory 30th June 1947 .................. 
RI as erccan rants seocxrasde bnaparpacsenihentthicvisecciscresssenssoseensens 
MPMI 5 ohrt cos oh er sccscnpsassisvnapetooumuebsawabincpetedaacesescbesesccch 
NN = esto dha srachaececadtn ceaeesnkstespevecvaibosabsaicbhe vsaceuacbraashicn 
BPN HEE IID cccasctciccciceanteanccssnneterscssaonscotassiesonen 
Fe IE III Sis oo scescccescuntecvancéeh soos sosyiaaevenseesesunesnpscts 
MN MIR 50a seeatbshesraicescovtave scicrsinorskaesons 
General and Administrative Expenses .............. 
Reserve for Depreciation on Fixtures and 
ON PMI cos sitshsostahsas concqtohanppnciestoih sectotatstsncersenorsoress 

as NINE NII 5856252 0g aah capes ntaccovanponcrt sonawininasetscseaion 
SE SIREIUTE INN casks ns chcdccsatrecsantencoas vcntenscrscesecs 


(b) HEAD OFFICE JOURNAL ENTRIES 
MUTI UIE G.c\c:cspncai sees iasdskckednccmussoncerasactoesscscesesocecse 


Sauna PNUD UNNI 6555 cucucuce cosiceavesasvcssparesercesyneave 
Surplus—(Unrealized profit in Branch 

A ROUEN) sseeiiivsiscssininssienstoninsocesppbarcersdse 

I icchick isiptns iesiinv a cnssvshstusaiesisousesiiassevensorioonsene 


Branch 


PU IR cdicekscaecedesesectncdasctdsiats 


Reserve for unrealized profit in 
Branch Closing Inventory ..........ssssseesessseeee 


Trading ..... 


Merchandise inventory 30th June 1946 .............. 
Merchandise purchases ..............ccsscsccsscsseeseesesenees 


Sales ....... 


Ae eee e eee eeeeeeeeeeeeeereeeseneeeneeeeeeeeneeseeeetesesseeeeeeeseeeee 


170,000 


10,800 
249,000 


89,800 


62,100 


27,700 


$ 5,000 


27,700 


156,000 


2,333 


443,600 


72,500 


14,000 
156,000 


612,800 
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SN a 169,200 
OE ih ans linsibiohitdialsiinadimnidain 169,200 









BUG OU TIGID coi sissincs Ks nsisecccensciniainns 76,285 
Selling Expenses 37,700 
General and Administrative Expenses .............. 35,800 
Depreciation on Fixtures and Equipment .......... 1,960 
Depreciation on Buildings ...........cssserereeresereeeees 825 









I GIN I virisesvsensicnisccsscrmnaivnbinacenicdewniines 92,915 
BOGOR SE TID nissan sccmessssesssecenssosscstsnoneses 54,233 







Tradewell Corporation of Canada 
STATEMENT OF PROFIT AND LOSS 


For the year ended 30th June 1947 
ee aneaias $789,300 








SRVOMROTY BOER. FUMe WOES on... ccccscccssnessessessersecorcecssnssseees $ 97,667 i 
I aa shed ccidpcipepacearva cai clas veeBias tern en et hananenaiinabenee 






Less: Inventory, 30th Jume 1947 .....ccsecscereeeees 










RU UPI Se capicndussscsvibcschirabalecosicacddduceccenobacsnevecttaiorebsitons 
Deduct: 







General and Administrative Expenses ..............00+ 
Depreciation on Fixtures and Equipment ................ 5,160 
Depreciation on Building .........ssccsesserseeesseresseesenes 138,385 





















Net Profit for the yor cceccccssscscsssssssssesssssssssseesesseesesee $147,148 


Tradewell Corporation of Canada 
BALANCE SHEET 
As at 30th June 1947 










Current 
CR SR TI assessed cantocsiseecctsomsvens $ 50,100 
Accounts Receivable .........cssecseeseseres 208,300 
Merchandise Inventory ...........:csseseee 











Pixed 
Fixtures and Equipment .............000+ $ 51,600 
Less: Reserve for Depreciation ............ 






A eee neeen eer eeeenerceeeeneeesesensenesseeeeeeseereee 


53,615 






$393,515 
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Liabilities 
Current 
Accounts Payable 
Capital Stock 
Common — Authorized, Issued and Fully 


Earned Surplus—Balance 30th June 1946 
Net Profit for the year 


Less: Unrealized profit in Branch inven- 
tory at 30th June 1946 not pro- 
vided for in previous year 


Problem 2 
FINAL EXAMINATION, DECEMBER 1947 
Accounting II, Question 1 (25 marks) 


Roy Manufacturers Limited produce a single product. The Company operates 
a standard cost system in which the work in process accounts and raw material in- 
ventories are maintained at standard rates only. 


On 1st August 1947 the following inventories appeared on the books: 
Raw materials—3,500 Ibs. @ $2.00 $7,000 
Material price variation—debit balance ...............cccceeeeeeeee 1,750 
Work in process—material 1,500 Ibs. @ $2.00 

labor 2,000 hours @ .60 

manufacturing expenses 500 hours @ $3.50 1,750 
Finished goods—500 units @ $113.00 per hundred 


For the three months ended 31st October 1947 the Company's transactions 
were as follows: 


Raw material purchases 
7,000 Ibs. @ $2.10 
10,000 Ibs. @ $2.00 
Direct labor for the period 
14,000 hours @ .55 
2,000 hours @ .65 
Actual manufacturing expense incurred 
Budgeted manufacturing expense 
Raw material put in process—actual 14,100 Ibs. 
standard 15,000 Ibs. 
Direct labor hours—actual 16,000 hours 
standard 15,000 hours 
Machine hours—actual 
4,500 hours 
budgeted 5,000 hours 


The Company's factory records show that 40,000 units were completed in 
the period and sales recorded for 37,500 at $150.00 per hundred. 
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The standard cost per hundred units was: 
Raw material—30 Ibs. @ $2.00 ......c.eccccsesesssesssesssserensssseessssesesesrsnesseseenenes $ 60 
Dohme Deleee DD a OD cans ia cain ctisecichcasntinsstntseecascnsescasensis 18 
Manufacturing expense—10 machine hours @ $3.50 on... 











Required: 















Journal entries with narratives to record all the transactions for the above 
three month period. 
Solution 
Roy Manufacturers Limited 

1947 GENERAL JOURNAL 

Oct. 31 Dr. Cr. 
TT SOON sicisiss cnc encsnsesicnsiictsstanavcosccseenee $ 34,000 
Material price variance .............ccssseeseeeee 700 

Vouchers payable ...........cssersserscsserss 34,700 

Quantity Actual Price Standard Price 

7,000 Ibs. $14,700 $14,000 

10,000 Ibs. 20,000 20,000 








$34,700 







Work in process—materials ................00+ 
BOE CARON  asisscies sccectinesines nikeccceiane 28,200 
Material quantity variance ............. 1,800 
Standard 15,000 Ibs. @ $2.00 ........ 30,000 
Actual 14,100 Ibs. @ $2.00 ............00+ 









Quantity variance ..............ccssscsscsorsonee 







MT WOUND sviiicsicistncesckdarntrinnsciense 
Actual payroll 14,000 hours @ .55 .... 7,700 
2,000 hours @ .66 .... 









Work in process—labor ..........cccssereseeeenses 







Labor quantity Variance .........c00. sess 600 
BE, siksieraccnccitiaigebietticisnss cesses snnstdsi 9,000 
Labor wage level variance ............. 600 





Standard—15,000 hours @ .60 ...........c000 






Labor quantity variance 1,000 hours 


See eeeeenereeeeeeeesseeeeseer seen sesee eens eeeeee 


2 


1 


= = 
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Labor wage level variance 


14,000 hours @ .05 Cr. 700 
2,000 hours @ .05 Dr. 100 Cr. 600 


Manufacturing Expense... 16,850 
WUE DAF OIID occicnessscsenseescsescesasseces 
To record actual expenses ........0000 
Work in process—manufacturing expense 15,750 


Applied manufacturing expense 
4,500 hours (standard) @ $3.50 
per hour 


Applied manufacturing expense ...............ccccceeeeees 15,750.00 
Manufacturing Oxpemse ...............ccccccssseseesseeeseseees 
To close applied account 


Manufacturing expense — Idle capacity variance... 350.00 
— Production efficiency 
PREM oasis onceiscticisls 1,400.00 
— Budget variance .............. 
Manufacturing expense .............cccccecceccecceseeeeeeees 


To record variances, as follows: 
Idle Capacity: 
Budgeted hours .... 5000 


Actual hours ........... 4900 
Variance ................ 100 @ $3.50 = $ 350.00 


Production efficiency: 


Actual hours .......... 4900 
Standard hours .... 4500 
400 @ $3.50 = $1400.00 
Budget: 
Actual Expense ............ $16,850.00 
Budgeted Expense ........ 17,500.00 
Cr. $ 650.00 
BNE TUPI a crtatacdnctenceitatnetindsscacabeiaptinasienctsincaicacanbes 45,200.00 
Work in process — materials ............c.cccccsesesseseeeseees 
enna stare thes ills Gv antnisnniniiaigenyis 









Students’ Department 


Transfer of 40000 completed units at 
standard costs per hundred 
Material ........ 400 @ $60.00 24,000.00 
SOE ibis 400 @ 18.00 7,200.00 
Manufacturing expense 

400 @ 35.00 14,000.60 










AME I I I ois cse nici racan iscsi ietcsegyennenhoapibovsrvtewesectinss 42,375.00 
II is sii ccsenscicecs rts nskiGpeincetebonns 42,375.00 
Transfer of 37500 units at $113.00 per hundred 
















DO POI ois ses Kiksctpessccscnstanganseessseresatinien 56,250.00 
BI as acer uc hssconascs sabcarptvahexecpabssaeskonsnatacransicstaamisacea’ 56,250.00 


Sale of 37500 units at $150.00 per hundred 









Steno Shortage Down Under 

That the shortage of trained stenographers is not peculiar to this Dominion 
alone is evidenced by the following advertisement which appeared a short time 
ago in the “Post” of Wellington, N.Z.: 








WHY WORK? 


When we are only too anxious to pay shorthand-typists for doing next to nothing. 
With us the work is of a secondary importance; all we want fo do is to pay 
out the highest wages you think you might be worth—we are even past caring 
if you can't type too well. Yes, this is the big money, easy-time job you've been 
looking for—with time off for sickness (or other reasons), and a good time 
guaranteed, all the time. We're a world-wide organisation, but don't let that 
worry you; just drop your name and telephone number into 756 Evg. Post and, 
Madam, we'll ring you ourselves and arrange an interview. 














The prize reply (there were 26 altogether) was the following: 


EVENTIDE HOME? 

PORIRUA 

Pancake Monday. 
dere advertiser (may | call you that, or is it to familier , , ,!) 

since yur advert we haf bin thkin ov yu an yur truble ing gettin tipests. 
There are five of us good wimmen, tried and still troo, livin in the same house. 
Since we read that luverly advert there aint bin a bit of peace cos of all the 
RIVALRY!!! 

U no how impawtent it is these toimes to gif a goil sum encouragmint and 
moovie tickets. i am also keen on dimons, but we woodn't tork aboot them 
till wee get on more FRENLY terms. 

Now as far as eddication goes. There's a lot i dont no, an { think I'd luv 
to learn from u dere heart. Mete me at able smith street on the key. U'll 
know me by me vertuous look and radyant buty. 
lurver of me dreams, i look forward 2 meeting you, 













SISSY 
(With thanks to The Chartered Accountant In Australia, March, 1948) 
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SHAW SCHOOLS 
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STANDARDISED 
AUDIT WORKING 
PAPERS 


(Complete Set) 

These 67 sheets are the result 
of fifteen years’ experience and 
have proved outstandingly suc- 
cessful in practice, in engage- 
ments of every size. They are 
full-size work sheets for record- 
ing field work, and each contains 
precise instructions, where neces- 
sary, on the work to be done, 
the procedure to be followed, and 
the information to be recorded. 

Special price for one complete 
set of the 67 working papers — 
$6.50. Postage paid on cash or- 
ders. (The cost of the necessary 
working papers for a typical en- 
gagement, if purchased in quan- 
tity, is approximately $3.00). 


THE ACCREDITED FORMS CO. 
735 North Water St., 
Milwaukee 2 Wis. U.S.A. 


KI, 3165-6-7 
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Teachers and students of account- 
ing and internal auditors will be 
particularly interested in this 
book, as well as practising ac- 
countants for whom it has been 
specially prepared. 


243 pages. Price $4.50 
Postage paid on cash orders. 
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sTocK tones 10. SAVE You TIME AND MONEY 


_ ‘Accounting forms for all hospitals, large or small, are now 
“available from our stock of ‘special forms. This seriés of 
~ forms has been designed. in ‘accordance: with the require- 

ments of the Public Hospitals Division, Ontario Department 

of Health, These forms. eliminate-the expense of specially 
printed forms for the individual hospital.» Their use insures 
efficient accounting at a material saving. 


Se littnded in this seria are forms for: 

. Patients” ‘Ledger ‘Cash Receipts: Register 
Daily Cash Report Authority to Operate. 
Payroll Forms + Clinical Reeords 
Maintenance pea: Temperature: Charts 


’ Sample sets and complete’ list of ‘stock: formis are available 
to accountants and nag ges on Ereaiest: Please telephone 
or —* to: ; 


; ¥ 
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1D 1 & Tov timiteD 
OFRICE SUPPLIES - » PRINTING: + BUSINESS FURNITURE 
rat HEAD OFFICE : 
6-14 WELLINGTON STREET WEST 


‘ie cae 5 te ONTARIO“. Banu: 
115 Yonge & gn O18) eee 332 Bay 





Tard-Price, Limited 
Estate and Trade Auctioneers —Valuators and Appraisers 


wish to draw to the attention of 
ASSIGNEES, LIQUIDATORS, RECEIVERS AND TRUSTEES-IN-BANKRUPTCY 
that the services of their. ‘Trade Division’ are available for the appraisal 
and disposal of 


Bankruptcy . Stocks! Store Equipment! 
Office Furnishings! ‘ Trade Merchandise! 
Factory and Piant Machinery! 


28 College Street, Toronto 82-92 Dundas Street, London 


ok Pensions 


SOL EISEN a 


% Business 


INSURANCE COUNSELLOR = “urn 


Employer—Employee : wits, 330 University Ave. 
Pension Plans zaet Toronto — 
Designed—Installed—Serviced Waverley 7432 


Specialists in 
BLANKET DISHONESTY BONDS a 
and Accountants’ Liability Insurance’ — 
The Company also writes: o 
Inland — Transportation, Personal Property, \~ 


Floater, Fire, Automobile, Burglary, Forgery, .\” 


+. Ligbility, Plate Glass, Aviation Insurance and | 

Surety Bonds. a 
Branches: 2 ‘ hoe 
. MONTREAL - TORONTO - WINNIPEG - EDMONTON - VANCOUVER 








